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Low! A low-cost way to 





automate job costing - 


Keysort Data Processing 


For strict job costing controls at every stage of operation 
—for up-to-the-minute management reports in such 
areas as inventory, order and sales analysis, labor cost- 
ing—Keysort is the data processing system to use. 

The reasons are many. No restrictive procedures; 
minimum training; remarkable economy; simplicity of 
installation and operation. 


Flexibility and economy 

Keysort, in fact, is the only automated data processing 
system flexible enough to fit your business as it stands 
and as it grows. It is the one system adaptable and af- 
fordable to companies of every size. With Keysort you 
use punched cards—mechanically created for fast, easy 
sorting. Figures are automatically tabulated and results 
summarized direct to reports without transcribing. 


Result: Keysort automates your data processing to 
give you the meaningful on-time information you need 
for complete control of your business and profits. 
Monthly, weekly, daily. And at truly low cost. 


Documented case histories 

Your nearby Royal McBee Data Processing Systems 
Representative has had a wealth of experience in solv- 
ing management control problems. Working with you, 
with your systems and procedures experts, he can offer 
helpful advice about a low-cost Keysort system tailored 
to your individual requirements. Call him, or write us 
at Port Chester, N. Y. — indicating the applications in 
which you are interested—and we will be happy to send 
you actual case histories from our files. 


ROYAL MCBEE corporation 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 
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E CONCEPT OF MODERN CONTROLLERSHIP 
fe of Controllers Institute of America 






1. To establish, coordinate and admuin- 


: : PAYBACK AS AN AID IN CAPITAL BUDGETING—How the payback 
| ister, as an integral part of management, 


test is applied and misapplied to proposed capital expenditures and 







an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 






where lie its chief values and limitations—Herbert E. Dougall . . 67 







DEPRECIATION AND THE NATION’S FUTURE—Why the Government 
should act now to keep America’s industrial machine competitive in 
all iteimarkets—FrankV: Olds. 2. gk ws a 
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2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statist1- 
cal records and special reports as required. 


Pee 





THE PROBLEMS OF RESEARCH EVALUATION—What some of the basic 
difficulties are; how they might be (and, in the author's experience, 







tee 


have been) overcome—Norman Oxley. . . . . . . . . 78 








THE ACCOUNTANT AS PART-TIME CONTROLLER—How far should 


services of an outside accountant extend into the controllership field 





3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 
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in a small business?—Arthur B. Toan, Jr... . . 2. . wt 84 
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4. To administer tax policies and pro- 
\ cedures. 





5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 





PAGING THE NEW. BOOQRS . . 2. 6 6 se ee See 90 






6. To assure fiscal protection for the as- 
to & sets of the business through adequate in- 
ternal control and proper imsurance cover- 
red | age. 
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Its. 7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
onusiness. 





GRUGIIUIRIEIES es eR A eo OSS See Oe 






THE CONTROLLER. Published monthly by Controllers Institute of America, Inc. Editorial office, 
Two Park Avenue, New York 16, N. Y. Publication office, 73 Main Street, Brattleboro, Vermont. 





Second class postage paid at Brattleboro, Vt., September 1, 1937, under the act of March 3, 1879. 
Subscription $7.00 a year. 2 years $12.00. Single copy 65c. Orders from nonmembers of CIA out- 
side Continental U. S. and Canada must be accompanied by remittance. Address subscriptions 
and notices of change in mailing address) to the Circulation Manager care of the New York office. 






















i Advertising rate card available upon request to the Advertising Manager. 
dheuhor oo Change of address should be sent before the first of month preceding the issue to be changed. 
Audit Bureau Magazine Publishers The editor will be pleased to review manuscripts submitted for publication, but will not be re- 
afi. Circulation Saaiiitiitiai: toms sponsible for loss in transit or otherwise. The views expressed in the various articles are those of 
oe the authors and not necessarily those of Controllers Institute of America. Printed in U. S. A. 
POSTMASTER: Send Form 3579 to The Controller, 2 Park Ave., New York 16, New York. 
N & é VOLUME XXIX, No. 2 Copyright 1961 Controllers Institute of America, Inc. FEBRUARY 1961 


59 








ADP—JAMES JOYCE STYLE 


Editors, THE CONTROLLER: 

We published an article on the applica- 
tion of computers to business—an article 
written in the style that is, as far as I 
know, new to technical writing. 

On the whole, the reaction to the re- 
port of an anonymous manager's thoughts 
on ADP has been favorable and most 
people who have written to us about it 


have been quick to recognize the fact 
that, for the particular purpose of the re- 
port, “stream of consciousness’ writing 
had special advantages. As you know, it 
is James Joyce whose name is most closely 
linked with this style of writing. 


F, B. ROBERTS 
Editor, Engineering 
London, England 


Excerpts from 





This is a report of a man’s thoughts 
on a topic of great promise—and of 
great complexity, too. His thoughts 
have not been arranged into orderly, 
logical sentences; they remain as ran- 
dom, as inconsequential, as thoughts 
are, or as near that condition as writing 
will allow. By thus keeping them fresh 
and spontaneous, the author communi- 
cates his experience. 

An American consultant, with some 
of his colleagues, ran a course on auto- 
matic data processing in London. Auto- 
matic data processing (or ADP) is the 
modern nervous system of corporate 





THESE FLEETING THOUGHTS CONVINCE ME 





bodies, whether they are companies, in- 
stitutions, government departments, re- 
search establishments or other organi- 
sations in which the flow of information 
and data follows a complicated pattern. 
With ADP, information flows more 
smoothly and effectively; computers 
take over much of the mental work. In 
addition, the computers are able to pro- 
duce information which was not previ- 
ously available. Thus ADP touches the 
heart of an organisation, it probes the 
philosophy of the business, and it de- 
mands new thinking at the top. But it 
takes a long time—perhaps several years 





ment. No obligation, of course. 


60 East 42nd Street 
New York 17, New York 





HOW TO COMPLETE AS MUCH - OR EVEN MORE - WORK 
WITH 20% TO 30% FEWER CLERICAL WORKERS 


Scores of companies have cut their office personnel, while speeding 
up and even increasing work output. How? By utilizing the clerical 
work measurement techniques of the Frank M. Knox Company— 
specialists in office cost control for nearly 30 years. 


To discover how actual savings are made, simply send for your 
copy of a Knox case history describing reductions of over $40,000 
recently made in one department of one company. You'll also be sent 
the concise and informative Knox booklet, Clerical Work Measure- 


The Frank M. Knox Company, Inc. 
Management Consultants 


1405 East 6th Street 
Cleveland 14, Ohio 








—for an organisation to examine ADp 
in relation to its needs because first th, 
organisation itself must be studied, 

Since an examination of ADP by ox} 
firm takes such a long time, and has ty} 
be tailored to suit the firm, any reviey } 
of its methods and usefulness can give} 
only the broadest indication of its ap 
plication to an individual firm. Unlex 
you are predisposed towards ADP yo, 
are not likely to recognise its possibilj. 
ties just by reading a straightforward 
account of it. 

Before the author of this report at.[ 
tended the first day of the course his 
conception of ADP was very hazy. At 
the end of it he felt, rather than argued | 
logically, that ADP had _ tremendous 
possibilities. He was unable to prove 
that it could benefit his firm, still less 
yours or anyone else’s, but he had ac. 
quired a strong conviction, as this rec. 
ord reveals. 

The report excerpt starts on the eve} 
ning of the opening day of the cours 
when he mused on the day’s happenings 
and considered his first serious impres. 
sions of ADP. 


. 1,000 computers in the State 
and they've made lots of mistakes some 
firms pulled out of it it didn’t pay—} 
firm that spent two years studying com. 
puters put one in to work 20 hous§ 
every 24 then found it took over 3 
hours had to start again and took an. 
other year and another machine—Brit 
ish firms can benefit—firms in Europe} 
Israel India Australia will they under. 
stand American will they have enough 
technical bods to deal with this very) 
very fundamental change—very very} 
fundamental change—got to take new! 
look not leave it all to committees—_[ 

top executive on golf course talks to| 
friend about computers goes back to of- | 
fice calls his department heads why 
... .... haven’t we got a computer 
we can afford one go away and ordet 
one—other executive who says we've) 
formed an electronics committee 
formed an electronics committee we've! 
formed an electronics committee we've! 
formed an electronics committee—like| 
a cracked record—it’s a parrot cry they 


Pet 


think that solves the problem if only) 
they knew it’s biggest fundamental 
change since division of labour nop 
iron-mongery—[ 


good starting with 
computers—got to start with systems? 
analysis get to whole basis of organisa 


tion spend a few years but don’t messf 
about so long that you never get any-f 


where top man must ask the simple ob-[ 
vious questions to catch the wise guys 


who are working it out they get sf 





wrapped up in the mathematics of 
they may give daftest answers— 


. . . we've got to train our chaps forf 
heaven’s sake beware of experts wh0f 


have switched around so much on com: 


we've | 
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Nati I State Bank 

OF NEWARK, N. J. 

Established 1812 

Statement at the close of Business 

December 31, 1960 

RESOURCES 

Cash and Due from Banks . $122,379,352.97 

Securities—U.S. Government and its Agencies .  88,896,765.33 

Securities—State and Municipal 39,619,191.42 

Other Bonds and Investments 8,743,333.59 

Loans and Discounts 170,583,204.98 

Real Estate Loans—Insured or Guaranteed 12,946.690.56 

Banking Houses—Furniture and Fixtures 5,050,757.55 

Accrued Interest and Other Resources _ 2,203,77 95 
$480,423.076.35 

LIABILITIES AND CAPITAL 

Capital ($12.50 par value) . . . . «~~ . $ = 7,000,000.00 

a ge ge ame gk a Ce 20,000,000.00 

Profits . - 5,766,402.83 

Reserve for Taxes, Interest, etc. 3,048,281.84 


Reserve for Dividend . ; ; . ; : : 406,000.00 


Unearned Discount and Other Liabilities . 8,512,527.87 


Deposits— 
Demand . : : : .  $346,983,488.87 
Time . ‘ : : 2 ‘ 88,706,374.94 435,689,863.81 





$480,423,076.35 








United States Government Securities at $25,452,440.29 are 
pledged to secure Public and Trust deposits and other Liabilities 
as required by law. 


Serving Newark and Suburban Essex 
with 22 convenient offices... 


IRVINGTON e@ QORANGE e@ MILLBURN-SHORT HILLS 
WEST ESSEX-CALDWELL 


Member Federal Deposit Insurance Corporation 


DIRECTORS 





JUNIOR C. BUCK 
President, Hahne & Company 
Director, Associated Dry Goods Corp. 
JOHN J. CLANCY 
Lawyer 
DAVID J. CONNOLLY 


Vice Chairman 
NICHOLAS DEKKER 


President, America Fore Insurance Group 
HERBERT M. ELLEND 

Lawyer 
FREDERICK H. GROEL 

Vice President and Secretary, 

The Prudential Insurance Co. of America 


JAMES V. IGOE 
Member, New York Stock Exchange 


MICHAEL A. JACKSON 
President, 
Meyer & Bush Company 
ALBERT R. JUBE 
Chairman of the Executive Committee, 
Collins & Aikman Corporation 
WILLIAM H. KEITH 
Executive Vice President 
ROY H. KIRCH 
Chairman of the Board, 
Edwin A. Kirch & Co. 
WILLIAM B. LICKLIDER 
President, 
United States Savings Bank of Newark, N. J. 
LYLE McDONALD 
Director, and Chairman of the 
Finance Committee, 
Public Service Electric & Gas Company 
H. BRUCE PALMER 
President, 
Mutual Benefit Life Insurance Compan) 
HOBART C. RAMSEY 
Chairman of the Board, 
Worthington Corporation 
CHARLES DALLAS REACH 
Chairman of the Board, 
Reach, McClinton & Co. Inc. 
M. WILFRED RICE 
Executive Vice President 
CHARLES J. ROH 
Chairman of the Board, 
Hospital Service Plan of New Jersey 
CLARENCE W. SLOCUM 
Fanwood, N. J. 
LOUIS STEIN 
President, Food Fair Stores, Inc. 
W. PAUL STILLMAN 
Chairman and President 
JOHN S. THOMPSON 
Past President, 
Mutual Benefit Life Insurance Company 
GEORGE B. UNDERWOOD 
President, 
Underwood Mortgage & Title Co. 
GEORGE A. VAUGHN, JR. 
New York, N. Y. 
MILFORD A. VIESER 
Executive Vice President, 


Mutual Benefit Life Insurance Company 
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%& BUDGETS AND HOME OFFICE EXPENSES 
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puter work that they've never stayed procedures—you'd waste a packet that 
long enough anywhere to do any good way—you've got to dig right down 
—no I must go back at end of week into whole philosophy of organisation 
and put wet towel round my head to see because its very very fundamental 
best way to get everybody to come in change—he kept saying that—yet here 
on this—trade unions mustn’t be afraid he is talking about it and he’s only 31 
actually no cause for them to be afraid what was I doing at his age could I 
ADP not meant to save labour it gives have done this—I was just about com- 
something vastly more important more ing out of the Army rather unpictured 
effective control of the business produc- he was finishing his education but in 
tion integrates the whole business even 10 or 12 years all this has happened— 
controls a lot of branch factories but in cycles of five years he said—we've 
what about our firm where do I start— got to get used to idea that change is 

perhaps it will be clearer when I’ve happening at ever-increasing rate we've 
listened to some of these lectures will got to start now or we'll never catch up 
they mind if I keep asking questions on the firms who start first if you once 
which are significant only to me what miss the boat you'll have a colossal job 
about the other fellows here mustn't now's the time when computers in 
stick my neck out too much... ex- U.K. are just starting to be used for 
pect the fee would be steep will the commercial applications—up till now 
board approve when they don’t really they've been on aircraft jobs mathe- 
understand it perhaps I should not tell matics research they started in America 
them too much about the snags—still two or three years ago to go into com- 
the so-and-soes will have to buckle mercial applications—that Englishman 
down to it like me and understand from steel firm said it’s got to come— 
enough of it or else nobody will be able he was not going to lag behind should 
to do anything to get started— we start with a small computer or a me- 

so we come back to committee to try dium one—fat-head you mustn't ask 
and get understanding yes that’s what that sort of questions you must wait un- 
American said but you have to get real til you've done systems analysis iron- 
work done by people who know what mongery will come all in good time— 
they're doing then they can keep in _ still like idea of hiring one for a few 
touch through committee but you mustn't hours just to try our scheme out by Jove 
think you're just mechanising office that'll shake boys in other departments 
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we'll have to get cooperation from 
start can we afford time people Sitting 
on committees and studying for hou, 
and weeks and months and years stij 
it’s a sort of gigantic capital investmen; 
not so much of machines but of bey 
brains in firm from top men to some of 
back-room boys—what about othe 
schemes we've got on the go can thos 
go on just the same or should we sys. 
pend them until we get this started no 
I think first thing is have preliminary 
study quickly as possible to reach big 
decision is it worth going into auto. 
matic data processing at all we'll prob. 
ably have to reach that decision on jp. 
complete data still that may be best way 
to get round board— 
. . . [someone} said commonest fail. 
ure in America was firms consistently 
underestimated time money managerial 
ability required it’s very very fundamen. 
tal we mustn’t get too tied to one sys. 
tem or one make of computer befor 
we really know what we're doing— 
pseudo-scientific involvement in_ the 
sales talk he said—that’s why I’m sure 
we've got to do all spade work our. 
selves—give it to operating executives 
he said—thank heaven we've been 
training deputies in the firm—that 
V.IL.P. was right you've got to allow 
deputies to push you out of your job 
otherwise you won't be able to do all 
these things—even first preliminary 
analysis will reveal some improvements 
to be done without computers we must 
be careful of step-by-step approach 
otherwise we'll find ourselves in a few 
years’ time saddled with expensive mi- 
chines that are not suitable for new and 
better solution to the problems— 

. said about two thirds of 1,000 
firms in the States expressed disappoint- 
ment at results of automatic data proc- 
essing—lot of them bought computers 
without adequate consideration of what 
was involved don’t think British firms 
will make same mistake but may take 


longer to make up their minds still > 


that’s better than going in for com. 
puters only to mechanise existing proc 
esses and procedures . . . some Ameti- 
cans have spent hundreds of thousands 


of dollars on machines and then put inf 
charge people who have only had 8 tof 


10 weeks’ experience at computer school 


—you wouldn’t do that with any other 
equipment—costs thousands and thov- 


sands of pounds—hellish complicated 


business—blowed if I see if it could dof 
us any good—so many factors dontf 
know where to begin can you really 12 f 
tionalise a business sufficiently to bf 
able to bring in ADP what about staff 


training getting right people don't seem 
to have many of right kind now per 


haps they'll change when we get crack § 
ing—oh I’ve had enough for one day—§ 


haven't looked at the paper where the 
devil is it— (Continued on page 64) 
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This 
revolutionary 
new form 


brings you 
operating. 
data faster 


Faster reports permit no interruptions in machine runs. 
Moore’s Speediflex removes much of the forms-handling 
trouble that has caused interruption, delay and ‘down 
time.’ It is a new positive control in achieving trouble- 
free runs, simplified handling and, very often, savings. 


These benefits are due to a special flex-cut con- 
struction built into Speediflex. It lets continuous forms 
flow freely and naturally, with no wrinkling or tearing. 
and without the ‘tenting’ and ‘peaking’ that cause 





Speediflex is a patented product of Moore Business Forms, Inc. 


trouble. Printing in perfect register, on every copy, is 
possible because there is exact part-to-part alignment 
of parts at the point of writing. 

These are a few of the Speediflex benefits Moore 
men are demonstrating in business offices throughout 
North America. A Moore man will be glad to drop in 
on you—just write the nearest office. 
Build control with MOORE BUSINESS FORMS, Inc. 
Niagara Falls, N. Y. * Denton, Texas * Emeryville, Calif. 


Over 300 offices and factories throughout the U. S., 
Canada, Mexico, Caribbean and Central America. 





Moore Speediflex 
















Bugs in Automation 
Some Firms Complain 
Of Excessive Costs, 
Frequent Breakdowns 





'|Postal Machines Fooled by 
Trading Stamps; Jantzen 
To Replace Big Computer 


a r ey 
Wheelbarrow Bests a “Brain’ 





Maybe it’s the computer; maybe it’s the approach. But, 
whichever is at fault, it’s an expensive way to learn. 
You can’t eliminate the risks involved 1n a computer 
installation, but you can minimize them. For instance, 
BusINEss EXPERIENCE WITH ELECTRONIC COMPUTERS 
examines and evaluates the experiences of 17 com- 
panies who have lived with EDP and, taking the over- 
all picture topic by topic, synthesizes what they have 
learned. Years of EDP experience are at your com- 
mand in the team of experts who wrote this book. 
Included among others are sections on making the 
decision; preparing for and introducing electronic 
equipment—company education and the program- 
ming group, development of the applications and 
conversion from prior methods; operating electronic 
BNI. 5 6. vicy waitals eee gerey ae oe 





Hee eee TU 


Send copies of Business Experience with Electronic Computers to: 


(] Check enclosed. () Bill me. () Bill my firm. 
Orders from outside continental U.S. and Canada must be accompanied by remittance. 


ONTROLLERS INSTITUTE RESEARCH FOUNDATION, 2 Park Ave., NY 16, NY 


ADDRESS: 











The course lasted five days, from Mon. 
day to Friday, with lectures, formal ang 


| informal discussions, and a set of detailed 


manuals which the delegates could take 
away with them to help them in applying 
ADP to their own firms. . 

thank God we've come to the end of 


_ the week—must have a bath and a jolly 


good dinner—get into bed and try to 
clear thoughts—make some notes—se 
how it all fits in-—put down the firs; 
ideas for the firm—can do that—it’l| 
make sense to the others—wonder how 


| things have gone on— 


oh forget the bath—sit down now- 
get my notebook—light a cig—my what 


| I could do for the old firm now— it’s 


fantastic—management we've been play- 
ing at it—we’ve been doodling around 
—haven't even asked the right ques. 
tions—just didn’t know what was hap. 
pening—only reason we've made 4 
profit is that all the others have been 
just as much in the dark—it’s true we 
are getting more and more godlike— 
getting less and less like the animals— 
more and more controlled by our intel. 


| lects—how far will it go—we’re still 


wild half the time—but the other half 
we're supermen—it’s frightening—does 
anybody know where we're going— 
will we just go on getting more and 
more control over our minds and our. 
selves and our environment 





| there be a big bust-up— 


oh come down to earth—where are 


| those manuals—I’ll try just flicking 
| through my notes and the marks in the 


manuals—skim off the cream of my 
thoughts—put them in some shape— 


| then let my mind rest—fallow—for the 
| weekend—the good old subconscious 





will work on it when I'm not thinking 
—on Monday report back and then go 
into hiding if they'll let me—put every- 
thing I’ve got into the written report— 

funny thing—I can’t prove ADP is 


right thing for our firm but I know | 


now—absolutely know it is—can_ the 


or will f 








subconscious work it all out without | 
telling the conscious—the mind itself | 
is like a super computer—takes sort of | 
several layers of thought at the same | 
| time and puts them all together—not 
| just thought but past experience and 
| knowledge and all you've learned in the 
| past few days and the habits of thinking 


learned at school and developed all these 
years—maybe all this builds the mind 


i So a eae ARERR TTT 


| up into this fantastic computing ma- _ 


chine so that it gives you the answer 
without giving you the reasons and 
then with ADP you've got to spend 
two or three years actually working out 
the logical reasons that you can put 


over to the board—of course that’s what F 


we mean by the manager’s hunch and 


the best managers are those whose § 
minds are always working like that and f 


they are always coming up with ideas 
that make things tick! 
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Payback As an Aid in Capital Budgeting 


Herbert E. Dougall 


om FTROOBOUCTIGCN 


Recently business management has been 
paying increased attention to capital plan- 
ning. It has recognized that errors in 
capital investment policy are reflected for 
possibly many years in the operating re- 
sults and can prove disastrous. A mistake 
in inventory may be corrected early but a 
mistake in plant is compounded through 
the years by the heavy carrying costs of 
overhead, depreciation and interest. No 
one would quarrel with the proposition 
that an effort must be made prior to in- 
vestment to anticipate the results of a 
commitment of corporate funds in a fixed 
form. However, there is a real contro- 
versy as to the form this effort should 
take. 

The payback (payout, payoff) period 
seems to be the most commonly employed 
quantitative test that is applied to pro- 
posed capital expenditures. Yet, most of 
the discussion of capital budgeting in re- 
cent years deplores the use of payback in no 
uncertain terms. Some critics grudgingly 
admit the test may have some usefulness 
where a firm must protect its working 
capital position or is operating under un- 
usually risky and uncertain conditions. But 
this is about as far as they go. 

The clash between practice and criticism 
suggests that it is appropriate to take a 
really thorough look at this widely used 
but much-maligned device for testing and 
screening capital investment projects and 
to determine just what it can and cannot 
do as a tool of managerial decision-mak- 
ing in the realm of capital budgeting. 


CONFUSION IN CALCULATION 


At least part of the confusion surround- 
ing the possible usefulness of the payback 
test stems from the lack of uniformity in 
its definition and calculation. Payback is 
at present calculated in a variety of ways: 
Using average investment, or initial or 
average savings or added income, before 








and after income taxes, before and after 
depreciation, with and without interest 
included as a cost. There are additional 
differences of practice in the handling of 
the disposal value of replaced assets and 
the value of assets transferred to some 
other use; in the treatment of startup and 
other initial expense, and of depreciation; 
and in whether or not “working capital” 
is included in the investment base. 

On careful analysis, one must conclude 
that there is only one valid method of 
computing payback. The others either in- 
troduce fallacious calculations or confuse 
payback with return on investment. The 
correct calculation can be made only if 





THE CONTROLLER.............. 


A comprehensive study of this 
widely used and abused aid to 
capital expense decision-making 


the concept is properly defined: The esti- 
mated period (years, months) required 
for the incremental cash investment in a 
project to be recovered from year-to-year 
incremental operating cash flow or throw- 
OTT. 

The above definition indicates that pay- 
back is, no more and no less, a time con- 
cept with respect to cash flow. It simply 
tells management ‘‘we estimate we will 
get our money back in cash, in __ years 
or __ months.” “Money” is the net in- 
vestment in the project, whether defrayed 
all at once or over several years. “Cash” 
is the real cash flow or throw-off ; it is the 
after-tax income with noncash write-offs 
added back, just as one adds these back in 
a “source and application of funds” state- 
ment. 

Before going into the refinements of 
computing true payback, some of the ways 
in which it should wot be figured should 
be analyzed. 


1. Payback should ot be calculated on 
the basis of “initial investment,”’ ‘average 
investment’” or “average savings’ when 
the capital cost of a project is incurred in 
more than one year or when the cash 
savings are not uniform from year to year. 
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TABLE | 
CALCULATION OF PAYBACK 


























Case | Case II Case Ill Case vv 
One-Shot Uniform One-Shot Varying Uneven Varying Uneven Declining 
Year Investment Cash Flow Investment Cash Flow Investment Cash Flow Investment Cash Flow 
1 $10,000 $ 2,000 $10,000 $ 1,000 $ 5,000 ~ $ 8,000 $ 4,000 
2 _ 2,000 _ 1,000 4,000 $ 2,000 1,000 4,000 
3 _ 2,000 1,000 1,000 4,000 1,000 2,000 
4 _ 2,000 - 1,000 _ 4,000 — 2,000 
- —_ 2,000 _ 2,000 _ 2,000 - 2,000 
6 _ 2,000 _ 2,000 _ 2,000 - 2,000 
7 _ 2,000 = 3,000 - 2,000 _ 1,000 
8 _ 2,000 oo 4,000 - 2,000 _ 1,000 
9 _ 2,000 _ 3,000 _ 1,000 - 1,000 
10 _ 2,000 _ 2,000 = 1,000 - 1,000 
Totals $10,000 $20,000 $10,000 $20,000 $10,000 $20,000 $10,000 $20,000 
True payback 5 years 6-2/3 years 4 years 3 years 
Payback based 
on averages 5 years 5 years 5 years 5 years 








Table I shows the results of different 
combinations of (1) ‘‘one-shot” invest- 
ment, (2) uniform cash flow, (3) uneven 
investment, and uneven cash flow. (In- 
vestment is assumed to be made at the 
beginning of the designated year.) The 
illustrations show that real payback and 
payback based on ‘‘average’’ figures can be 
altogether different. 

2. Payback time should zot be calcu- 
lated on the basis of only the first year’s 
expected savings. Even in the case of 
projects whose productivity is very un- 
certain, the first year’s results may be far 
from typical. Operating “‘savings’” or 
“added income” in the first year may be 
unusually low or high, and special ex- 
penditures may be written off in the first 
year and thus affect the cash flow through 
their influence on taxes. 

3. Payback should not be calculated 
using pretax cash flow, for three reasons. 
First, projects that are depreciated under 
different systems for both book and tax 
purposes produce, because of the influ- 
ence of depreciation on taxes and hence 
on net income, different annual cash flows 
and a different payback rate. 





Thus in Case I in Table I where the 
post-tax payback is five years, assume the 
cash flow consists of $1,000 tax (and 
book) write-off and $1,000 net savings or 
added income. The predepreciation, pre- 
tax cash flow is therefore $3,000 (at a 50 
per cent income tax rate) and the pretax 
payback is about three and three tenths 
years. But suppose this investment is being 
compared with another one that is subject 
to five-year amortization. The predeprecia- 
tion, pretax payback of the alternative 
would also be three and three tenths years, 
but the post-tax payback would be four 
years (annual cash flow — depreciation of 
$2,000 plus net income of $500 for each 
of the first five years). 

A second reason for avoiding the pre- 
tax cash flow in payback calculations arises 
from the fact that a firm may use a dif- 
ferent depreciation rate for tax than for 
book purposes, applied to the same fixed 
assets (or indeed to all fixed assets). As 
a result, the real cash flow is disguised 
unless the influence of taxes is recognized. 
Again in Case I of Table I, assume that 
the write-off for tax purposes is $1,500. 
The tax bill becomes $750 (instead of 


TABLE Il 
PAYBACK AND RATE OF RETURN (1) 


Assume: 


1. One-shot Investment = $10,000; no salvage value. 


2. Straight-line depreciation for tax purposes. 


3. Uniform annual cash flow. 








Fast Payback 











Fast Payback 











Slow Payback Slow Payback 

Cash Flow Zero Return High Return Low Return Good Return 
Derivation (1-yr. life) (5-yr. life) (614-yr. life) (25-yr. life) 
Net before tax depreciation $10,000 $10,000 $2,000 $3,600 

Less: tax depreciation 10,000 2,000 1,600 400 
Net operating income 0 8,000 400 3,200 
Taxes (50%) 0 4,000 200 1,600 
Net income 0 4,000 200 1,600 
Annual cash flow $10,000 $ 6,000 $1,800 $2,000 
Payback period 1 year 1.7 yrs. 5.5 yrs. 5 yrs. 

4% 


Rate of return 0 








20% 
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$1,000), the cash flow $2,250, and the 
payback period about four and four tenths 
years. 

But there is a third and more serious 
objection to the pretax payback calcula- 
tion. It contains an inherent fallacy. Its 
advocates would say of Case I, “three and 
three tenths years is the payback period 
if we depreciate the property as fast as 
the funds it produces permit, that is, if all 
funds it chal <9 are devoted to amortiza- 
tion.”” But note that if the pretax payback 
is three and three tenths years, an operat- 
ing profit 7s assumed. It is illogical to as- 
sume earnings and then calculate payback 
from the same figures assuming that there 
will be no earnings! 

Some companies studied by the writer 
justify pretax payback on the grounds that 
the calculation is made at the operating 
divisional level, whereas income taxes are 
a matter of over-all corporate concern. So 
the sponsor at the divisional level should 
not be concerned with the tax bite. This 
is all right as long as appropriate before- 
tax standards are suggested to the operat- 
ing people, and a later review is made to 
assure that the same decisions would be 
made on an after-tax basis. 

4, Payback should not be calculated us- 
ing post-depreciation, post-tax net income 
as the denominator, divided into either 
original or average investment. Such fig- 
ures are simply the reciprocals of simple 
rates of return and do not reveal the rela- 
tion between real cash flow and invest- 
ment. If a rate of return concept is to be 
used, it should be labelled and recognized 
as such and not confused with payback. 
Furthermore, to calculate the relation of 
investment and cash flow after deprecia- 
tion involves a double counting of the 
first cost of the fixed asset, namely the 
recovery of plant from both depreciation 
and income after depreciation. 

5. Payback should not be calculated 
using “savings” or increased profits after 
depreciation (more accurately, tax write- 
off) and before income taxes. One com- 
pany interviewed by the author uses this 
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approach on the grounds that it is simple 
to compute and covers the major elements 
of cost. On inspection it is clear that such 
a calculation produces a pretax rate of 
return, and is not a measure of cash flow 
related to investment. 

6. The payback calculation should not 
use a “savings” figure that has been ad- 
justed for assumed interest. This is a de- 
arture from a strict and actual cash flow 
basis. It is neither a good criterion of cash 
flow nor an adequate rate of return test 
(because it is not time-adjusted). Further- 
more, such a calculation again involves 
double counting. The net savings or added 
income (after depreciation and taxes) 
provides the return on the added invest- 
ment; it is not net after interest. 

7. The investment figure used in the 
ayback calculations should vo¢ ordinarily 
include the additional net current assets 
or working capital associated with the 
new fixed assets. This is because the cash 
flow on which payback is based consists 
of net profit, with noncash expenses added 
back. In a normal operation, additional 
current assets such as inventory and re- 
ceivables will be constantly replaced in 
the cycle of operations. In other words, 
the cash investment in added current as- 
sets is recovered before profit (and pre- 
sumably reinvested as the current assets 
turn over). Payback cash flow is expected 
to increase working capital, not replace 
it. As long as the fixed assets are con- 
tinued in use, auxiliary working capital is 
a sort of permanent investment. 


CORRECT CALCULATION OF PAYBACK 


Correctly considered, payback is the 
time required for an additional capital 
expenditure to be recovered through the 
year-by-year extra cash flow the expendi- 
ture is expected to produce. 

The net additional investment in fixed 
assets is found by refining the additional 
gross investment as follows: 

1. Reduce by the disposal value of as- 
sets that are replaced by the project. This 
is determined by estimated market value, 
trade-in value, or used machinery quota- 
tions (net after any capital gains tax re- 
sulting from an actual sale, and net after 
tax savings on any realized capital loss). 

Some companies prefer to treat actual 
receipts from dispesal as project income 
rather than a reduction of investment. 
(Payback time is not affected, however.) 
Others choose to ignore the reduction be- 
cause they prefer to include the gross 
outlay in the capital budget, showing the 
disposal value of replaced assets as sup- 
porting data in the request for appropria- 
tion. 

2. Reduce by the value of assets trans- 
ferred to some other use, as determined 
by the best estimate of their market or 
teproduction value. (Note that the book 
value of the transferred asset is ignored.) 
Admittedly, this refinement is a departure 
from a strictly incremental cash approach, 






but within a company, in choosing among 
alternative projects, it has validity. 

3. ok in the investment base the 
cost of additional storage and other asso- 
ciated fixed assets that will be required. 
These occur especially in the case of proj- 
ects that represent additions rather than 
replacements. Some companies prefer to 
segregate such a cost in supplementary 
data, but it might as well be formally in- 
cluded in the base to the extent that it 
can be associated with a particular project. 

4. Include design, tooling, start-up, in- 
stallation, necessary alterations, and simi- 
lar costs that can be associated with the 
project, and the development expense 
that can be allocated to the specific proj- 
ect. Some companies reduce the invest- 
ment figure by the tax saving in the first 
year arising from the expensing (for tax 
purposes) of any portion of the start-up 
and similar costs during the period when 
such outlays are made. Other companies 
prefer to reflect this saving in the cash 
flow rather than in the investment figure. 





This latter approach makes sense for, 
after all, the actual investment is the fig- 
ure that must be financed, although the 
Government “‘returns’’ part of this in tax 
savings in the first year. The results are 
the same insofar as the payback figure is 
concerned. 

Turning now to the other side of the 
payback calculation—the estimated cash 
flow. Here few complications are en- 
countered and few variations are found. 
The cash flow figure is the anticipated 
incremental net income expected from 
cost savings or increased revenues, after 
income taxes, with noncash expenses added 
back. The figure is, of course, derived by 
estimating all the factors that determine 
the expected changes in operating rev- 
enues, cash operating expenses, noncash 
expenses, and applicable income taxes. 
The only influence of depreciation is on 
the tax bill, otherwise the figure is a pre- 
depreciation amount. For purposes of 
payback calculation, the risk of technical 
or product obsolescence, not reflected in 
tax life, is not important, as it is the cash 
flow during the payback period that counts. 

Different degrees of uncertainty about 


the future savings or added income from 
projects usually—or should—require dif- 
ferent standards. In some companies dif- 
ferences in uncertainty of estimates are 
allowed for by estimating earnings more 
conservatively. In others, such differences 
are considered subjectively, without for- 
mal inclusion in the calculations them- 
selves. 

In summary, then, payback is a time 
concept—the period required for recov- 
ery of the investment through cash flow. 
Viewed as such, it can be applied to situa- 
tions in which the investment is not all 
made at once. It can also apply where the 
annual cash flow is not uniform when this 
is due to the expensing of part of the in- 
vestment or to the tax treatment of de- 
preciation or to variation in operating 
savings or increased profits before depre- 
ciation (within the payback period). 


ANALYSIS OF 
DEFECTS AND LIMITATIONS 


As indicated previously, the payback 
test as an aid to capital budgeting deci- 
sions has been severely criticized. Some of 
the criticism, and much of the confusion, 
in the discussion of payback stems from 
the lack of uniformity in its method of 
calculation. Let us examine the concept 
as defined and explained above to see 
how the criticisms stand up if the correct 
method of calculation is used. 

1. Payback does not measure profitabil- 
ity. Profitability depends on earnings after 
the original investment has been recov- 
ered. 

This classic criticism of payback is cor- 
rect under certain conditions. Table Il 
shows that fast payback may be accom- 
panied by little or no return, and slow 
payback by a good return. In the first 
example, the cash flow consists entirely 
of funds representing depreciation, and 
there is no return. In the fourth example, 
the long life of the project produces a 
good, though not high, rate of return. 

However, the second and third ex- 
amples in Table II show conditions under 
which there is a correlation between pay- 
back and rate of return. In the second, 
the life of the project is three times the 
payback period, and the return is high. In 
the third, the life of the project is very 
little longer than the payback period, and 
the operating earnings are low. Payback 
time is based on the size of the early cash 
flow. Earning power depends on the dura- 
tion as well as the amount of annual earn- 
ings. This means then that a rough idea 
of profitability can be gained by keeping 
one eye on payback and the other on the 
life of the project—rough, but good 
enough to make payback useful as a rough 
screening device and, for “small” projects, 
good enough to determine their desir- 
ability. 
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Assume: 


TABLE Iil 
PAYBACK AND RATE OF 


RETURN (2) 


1. One-shot Investment = $10,000; no salvage value. 


2. Same payback; uniform annual cash flow; different estimated lives. 








3. Straight line depreciation (for tax purposes). 


—- 








Years of life of project 


———!= 














Annual data 4 5 10 20 25 50 
Net before tax depreciation $2,500 $3,000 $4,000 $4,333 $4,500 $4,600 $4,800 
Less: depreciation 2,500 2,000 1,000 667 500 400 200 
Net before income taxes — 1,000 3,000 3,667 4,000 4,200 4,600 
Income taxes (50%) - 500 1,500 1,833 2,000 2,100 2,300 
Net Income - 500 1,500 1,833 2,000 2,100 2,300 
Cash Flow $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 “$2,500 
Payback 4 yrs. 4 yrs. 4 yrs. Ayrs. 4 yrs. 4 yrs. 4 yrs, 
8% 21% 24% 25% 25% 25% 


Rate of return 0 








—=—————. 








Table III shows more clearly the influ- 
ence of the economic life of a project in 
its earning power. In this table the annual 
cash flow, and so the payback period, are 
kept constant. But the rate of return 
ranges from zero to 25 per cent. (With 
the same annual cash flow, the net income 
must increase to offset the decline in the 
depreciation componeat as the life of the 
project increases. ) 

But it should also be noted that in 
Tables II and III, the reciprocal of the 
payback period 5 ea the rate of re- 
turn as the life of the project extends fur- 
ther beyond the payback period. In Table 
II, second example, the life of five years 
is about three times the payback period, 
the reciprocal of the payback period is 59 
per cent, and the rate of return is 53 per 
cent. In Table III, the 15-year project 
shows a reciprocal of 25 per cent, and a 
rate of return of 24 per cent; in the case 
of the 20-, 25-, and 50-year projects, the 
reciprocal of the payback period (25 per 
cent) equals the rate of return (25 per 
cent, to the nearest whole percentage) .* 

One can conclude, then, that under 
given conditions (uniform cash flow, 
project life considerably in excess of the 
payback period, and small salvage value) 
payback directly, or through its reciprocal, 
does provide a convenient measure of 
earning power and avoids the calculations 
that a time-adjusted rate of return re- 
quires. 

Company practices differ in the appli- 
cation of this concept. Some companies 
use formalized tables for converting pay- 
back to rate of return. Others simply insist 


* An extreme illustration may serve to ex- 
plain why this is the case. If a project has an 
infinite life, the cash flow would consist en- 
tirely of interest return, without any capital 
recovery element as the term issued in the fi- 
nancial sense. Take a project with an original 
investment of $10,000, and an infinite annual 
cash flow of $2,000. The reciprocal of the pay- 
back period is 20 per cent. This is, of course, 
the rate of return produced by an infinite series 
of annual cash incomes of $2,000 and is the 
rate that would equate the present value of the 
cash flows and the original investment. 


on a payback period that is substantially 
less than the life of the project so as to 
ensure a fairly high rate a 

It is dangerous, however, to use pay- 
back as a ranking device in determining 
the relative merit of different proposals 
where both the service life and the income 
patterns of the projects are different. 
Where earnings vary widely from period 
to o— during the life of the project, 
payback may penalize new investments 
where initial losses or low earnings are 
anticipated but where long-term earnings 
may be high. 

2. Payback ignores or disguises the 
shape of the stream of annual cash sav- 
ings or increased cash income during the 
payback period. Thus two projects, each 
involving an additional single investment 
of $10,000 with a five-year life, would 
show the same payback period (three 
years) for annual cash flow of (1) 
$2,000, $3,000, $5,000, $2,000, $3,000; 
(2) $5,000, $3,000, $2,000, $2,000, 
$3,000. This is, of course, another facet 
of the first objection discussed above, 
namely, that payback does not measure 
profitability. However, for short-lived 
projects, the shape of the early cash flow 
stream, unless it is extremely erratic, 
does not have much influence on rate of 
return. Thus for the two projects just 
described, the rates of return on a dis- 
counted cash flow basis are 15 per cent 
and 18 per cent respectively. Where the 
economic life is longer than the payback 
period, the shape of the (early) cash flow 
does influence both payback and rate of 
return. High initial operating earnings 
produce both a short payback and a high 
rate of return; low initial earnings pro- 
duce a longer payback and a lower rate of 
return. 

3. Payback neglects the “economic” life 
of a project. The real life of a project can 
turn out to be different from the life as- 
sumed for tax purposes. When the actual 
salvage or disposal value differs from the 
original estimated value, or when early 
disposal or write-off of the investment 
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reduces its actual life below the estimated 
life, the cash flow in the last year must be 
revised. Certainly it is true that if these 
changes occur beyond the payback period, 
it will remain unaffected by them. How- 
ever, the risk of lower-than-estimated 
salvage value or of early loss can be offset 
by imposing a shorter payback standard in 
the case of investments that are subject to 
unusual risk. 

The use of payback does introduce a 
bias in form of short-lived investment 
opportunities and those that produce the 
bulk of cash throw-off in their early years. 
But this bias may be quite appropriate in 
companies that are subject to unusual risk 
of product or technical obsolescence. Such 
companies should, however, assume a 
short life and then proceed to calculate 
both payback and rate of return. 

4. Payback ignores large late earnings. 
Again, like those just discussed, this ob- 
jection suggests another weakness of pay- 
back as a measure of profitability. Large 
late earnings do not influence payback, but 
at the same time the present value of such 
earnings is, of course, much smaller than 
the present value of early earnings. Giver 
a project life considerably in excess of 
the payback period, slow payback becomes 


a crude indication of depressed earning | 


power, and fast payback accompanies high 
earning power. 

5. Payback ignores terminal salvage 
value. In the strict sense, and in most situ- 
ations, this is true, and it is another defect 
of using payback as a measure of profita- 


bility. However, salvage value at the end | 


of the economic life of many projects is 
either small or uncertain and, if the pay- 
back period is short, the risk of uncertain 
salvage value and of substantial loss on 
abandonment of a project is diminished. 

6. Payback is not useful without a one- 
shot investment. This is not a valid criti- 
cism if payback, as recommended herein, 
is defined as a period of time rather than 
as a percentage relationship. In the situa- 
tions provided by Table I, where the in- 
vestment is not made all at one time, it 
valid to calculate the payback period, in 
years, for the entire investment or for the 
initial outlay. 
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7. Arbitrary payback requirements may 
yesult in poorly timed replacement. This 
argument can be illustrated as follows: 

Suppose a company has an arbitrary 
two-year payback requirement for a cer- 
tain large category of investments. A re- 

lacement requiring an additional invest- 
ment of $20,000 that would realize annual 
cost savings (after taxes) of $5,000 over 
a six-year period, and thus produces a 

st-tax rate of return of 13 per cent, 
would be refused because it fails to meet 
the payback standard. The company would 
retain the old machine for a number of 
years beyond its economic life; that is, 
until the savings resulting from replace- 
ment of a relatively deteriorating machine 
reach $10,000 a year (assuming the re- 
placement always costs $20,000), thus 
passing up the available savings in the 
meantime. 

Upon reflection, it is clear that this ob- 
jection to fixed payback requirements ap- 
plies not so much to payback per se but 
to the arbitrary nature of some payback 
standards. After developing experience 
with different types of projects, a company 
that uses payback and understands its im- 
plications should be able to set up varying 
requirements to apply to different situa- 
tions. Blind use of any tests, however 
valid in their own right, is not intelligent. 
On the other hand, the apparently arbi- 
trary rapid payback requirements imposed 
by some companies may be, in reality, the 
result of experience with technological 
change. This is especially likely to be the 
case insofar as equipment is concerned. 
Relatively short payback periods seem 
much more appropriate for proposed 
equipment than for major additions to 
plant. 

In companies that do not calculate a 
rate of return by a time-adjusted method, 
a short payoff requirement may be valu- 
able in that it offsets the built-in bias in 
favor of long-lived properties that is in- 
herent in rates of return not adjusted for 
time. 

8. Payback cannot be used to see if 
earnings will cover cost of capital or some 
other minimum acceptable rate. This ob- 
jection again stems from the difficulty of 
using payback as a measure of earning 
power. However, to the extent that pay- 
back (or rather, its reciprocal) approxi- 
mates the real rate of return, the calcula- 
tion can be checked against whatever 
earnings standard—cost of capital or 
otherwise—the company chooses to use. 

Summary of criticisms. The real criti- 
cisms of payback as a test of capital proj- 
ects are all associated with its defects as 
4 measure of profitability. They point out 
that the payback period ignores or fails 
to reflect adequately the economic life of 
the project, the shape and timing of its 
cash savings or added income, and its 
disposal value, and that it pays no atten- 
tion to the time value of money. Some of 


the criticism is really directed not so much 
at the concept itself, but at its misuse. 

It is not true that payback never gives a 
clue to profitability. Under rather limited 
conditions it can be used as a rough indi- 
cator of earning-power and as a device for 
comparing projects that have similar char- 
acteristics. 

But although its value as a measure of 
pers: is limited, the estimated pay- 

ack period, properly calculated, may still 
prove useful either as a single test, or in 
conjunction with others. 


ANALYSIS OF MERITS AND USEFULNESS 


We now turn to an analysis of the 
alleged merits and usefulness of the pay- 
back test. Does it really do what some of 
its users claim? Just as our analysis of 
criticism reveals that they have been over- 
exaggerated, so may its proponents be 
claiming too much. 

1. Payback is relatively easy to compute 
and to understand. This is certainly true 
with respect to the mathematics of the 
calculations. Considerations of length of 
useful life and terminal salvage value are 
avoided, as is controversy with respect to 
the “‘best’’ way of determining the rate of 
return. As a result, decision-making on 
the basis of payback looks relatively easy, 
and the test baffles no one at any manage- 
ment level. Perhaps this is a real defect of 
the test. Its very simplicity may lead to 
illogical use. 

All this is not to say that the problems 
of estimating investment and cash flow 
are avoided. As with any other tests, the 
results are no more reliable than the data 
that are used. And the warning is always 
appropriate that formulae and figures are 
only aids to decision-making, and must 
always be used with discretion. 
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2. Payback is useful as a measure of 
safety. Of course, the shorter the actual 
payback time, the less the risk associated 
with the particular project. This may be 
a very important consideration in com- 
panies that must, for one reason or an- 
other, so emphasize liquidity that cash 
position becomes a dominating factor in 
investment decisions. Such an emphasis 
on payback could stem from a general 
working capital weakness or from the un- 
certainties connected with a particular 
type of investment. In the latter case, 
variations in payback requirements should 
be based on experience with the obsoles- 
cence of different types of property. Purely 
arbitrary standards are not intelligent. 

Even in companies that are not under 
working capital pressure, there is need for 
an estimate of the cash flow derived from 
a proposed expenditure and its influence 
on the company’s total cash situation, so 
that financial planning can be adequate. 
This is especially the case where the total 
funds budgeted for capital expenditures 
are limited. 

3. Payback may be the only feasible 
test under certain conditions. In cases 
where the future results in terms of eco- 
nomic life and cash flow are so uncertain 
as to preclude any attempt at measuring 
earning power, payback is at least a pro- 
tective device that may prevent some waste 
of capital. Indeed it may be impossible to 
apply any other test. But in such cases it 
should be used carefully to measure the 
attractiveness of the investment mainly 
from the standpoint of risk. From this 
standpoint, short payback requirements 
provide a sort of built-in insurance against 
risk. 

In the case of companies that do not 
budget beyond one year, the payout period 
has special significance, pe may indeed 





“Just keep dusting the room, fussing with 
the bed and asking him if he wants anything, 
and he'll be back at the office tomorrow” 
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be a primary investing criterion. Concerns 
that make long-range forecasts of capital 
requirements appear to rely more on rate 
of return and less on payback than firms 
that take a short-run point of view and 
do not project capital requirements be- 
yond one year. 

4, Payback is useful in comparing proj- 
ects with similar characteristics. This 1s, of 
course, true of comparisons with respect 
to speed of capital turnover. And we have 
seen that, given a long economic life, pay- 
back can be used as an indicator of com- 
parative earning power provided the cash 
flow is relatively uniform from year to 
year, the depreciation basis is the same, 
and salvage value is relatively unim- 
portant. These conditions will often pre- 
vail with respect to standardized equip- 
ment, so that payback can be used instead 
of a rate of return standard. But for many 
additions and expansion projects, there 
are too many variables to permit payback 
to be useful for anything except as an 
indicator of risk. 

5. Payback is useful as an initial screen- 
ing device. The validity of this argument 
depends on the purpose of the calculation. 
As a test of turnover of capital, the use- 
fulness is obvious. But if profitability is 
important, payback taken alone can be 
grossly misleading. A short payback can 
be accomplished by no earnings. But in 
comparing projects with similar life spans, 
if the payback time is much shorter than 
the useful life, the test does reveal ap- 
proximate relative profitability. Under 
such conditions screening by payback at 
the point of origin directs attention to 
more profitable projects that will be given 
a more thorough analysis. 

In the initial screening, even if both 
payback and rate of return are calculated 
it does not, of course, follow that the 
latter will be a deciding factor. Suppose 
two projects, both desirable for corporate 
purposes, are being considered—one that 
pays out in two years but earns zero per 
cent, (two-year life) and another that 
pays out in four years but promises an 
eight per cent return (five-year life). In 
addition to preference for the former 
project from the standpoint of liquidity, 
it may also be chosen on the grounds that 
there may be opportunities to reinvest the 
proceeds at the end of the two years at a 
higher rate than eight per cent, and for 
longer than the remaining three years. 
This argues for a long-range capital fore- 








cast that sets forth future capital require- 
ments and their possible profitability. 

A word of caution on use of payback 
(or any other test) as a rough screening 
device is in order. Once a project gets 
past the first screening and into the tenta- 
tive budget, the chances are that it will be 
finally adopted. This argues for care in 
project evaluation from the very begin- 
ning. 

6. Payback is an objective test. Two 
somewhat different ideas seem to be in- 
volved here. To some, objectivity means 
that the shorter the forecast period, the 
easier it is to be accurate. A rapid payback 
materially reduces the risks of changing 
conditions and faulty predictions. Further- 
more, the earnings in the early years are 
the most valuable. To others, ‘‘objectivity”’ 
suggests that an estimate of payback, 
based on its twin factors of investment 
and cash flow, is better than intuition or 
persuasion in determining the merits of 
a proposal. This is a good point—but it 
could be made for any type of test that 
involves analysis. 

7. Payback can help to determine the 
form and terms of financing. Where 
amortized loans are used, the terms are 
geared to cash generation, not only from 
individual projects, but by the business as 
a whole. When a firm is planning ex- 
pansion, the main test of intermediate 
credit (and in some cases long-term notes 
or bonds) is the projected ability of the 
borrower to amortize the loan from cash 
flow while covering its interest amply. 
Lenders that are asked to finance specific 
projects may require a payback projection. 

Some bank credit agreements restrict 
investment in additional fixed assets to 
an amount that can be supported by cash 
flow. Under these conditions payback be- 
comes a most important projection. 

8. Post-completion auditing of perform- 
ance is easier, A thorough-going system of 
capital expenditures planning and control 
involves an important last step—the check 
of actual results against the original esti- 
mates. A thorough post-audit requirement 
leads to tighter original estimates by im- 
proving forecasts and assumptions and 
fostering more caution in submission of 
competing proposals, and may provide a 
basis for taking corrective measures to 
improve the performance of the less suc- 
cessful projects. 

A post-completion audit of payback re- 
sults is easier than that of rate of return, 


HOT FILE 


An office trainee by mistake slid letters to be filed down 
a chute leading to the furnace. This went on for eight 
months. The shattering part about the experience wasn’t 
the loss of 3000 leters, but the realization that none had 


been missed. 
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especially where the latter was calculated 
from detailed data on a time-adjusted 
basis. If a company has justified an ex. 
penditure on the basis of a relatively 
short payback time, it is able to identify 
the results of the particular project and 
test the real payback long before (in some 
cases) the economic life of the new a5. 
sets has expired. By contrast, one difficulty 
with the time-adjusted rate of return test 
is that the real results of an investment 
are not known until well along towards 
the end of its economic life. By then, 
except in simple equipment situations, jt 
may be both impossible either to segregate 
the data pertaining to particular projects 
or to take effective corrective action if 
the results are disappointing. 

Summary of advantages. Used alone as 
a test of capital turnover, or in conjunc. 
tion with rate of return analysis, payback 
is a very useful tool in the capital budget. 
ing process. Under conditions of unusual 
uncertainty it may be the only test of 
feasibility that can be applied. Under 
other conditions it may be used as a meas- 
ure of profitability that ranges from rough 
to accurate. 


CONCLUSIONS 


Both the claimed defects and _ the 
claimed merits of the payback test have 
been exaggerated. Of the firms inter- 
viewed by the author, most that use the 
test were fully aware of its limitations, 
but at the same time had enough expeti- 
ence to understand its value. As would be 
expected, the chief opposition comes from 
those who are ardent advocates of time- 
adjusted approaches to capital expendi- 
ture decisions, applied to all projects. But, 
rightly or wrongly, many firms are not 
willing to adopt the more refined tech- 
niques. In some, where funds are limited, 
and where high rates of return are re- 
quired and are ordinarily obtained, ap- 
proximate methods of determining eco- 
nomic feasibility may be quite satisfactory. 

Certainly the first step on the part of 
companies that are concerned with de. 
veloping an adequate system of capital 
budgeting is to be thoroughly conversant 
with the merits and limitations of various 
possible tests or devices, as properly cal- 
culated. There are very real obstacles to 
such understanding—the natural lethargy 
that stems from content with customary 
procedures, the difficulty of the task of 
educating those involved, and the distrust 
of “mechanical formulae” as a “substitute 
for judgment.” But if these obstacles are 
overcome, a gradual progression from 
more elementary to more complex testing 
of capital projects can be achieved. In any 
case, where properly calculated and where 
its usefulness and its limitations are well 
understood, the payback test can be 4 
valuable tool in the capital budgeting 


Seid 





process, either as a first step towards more 
refined techniques, or as a component in 
a comprehensive system. 
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DEPRECIATION 
AND THE NATION'S FUTURE ~ Frank Vv. Olds 


AS THE 87TH CONGRESS convenes, re- 
form of the depreciation provisions of the 
Internal Revenue Code looms as one of 
the more important national issues now 
before the country. President Kennedy 
declared in his campaign that “it is sound, 
liberal policy to see that our Drago 
plant is the best and most modern in the 
world.” He went on to recommend spe- 
cifically that “‘wherever we can be certain 
that tax revision, including accelerated 
depreciation, will encourage the modern- 
ization of our capital plant—and not be a 
disguise for tax avoidance—we should 
proceed with such revision.” 

The new administration is on record, 

then, as recognizing that a serious prob- 
lem exists. It is to be hoped that it also 
realizes the necessity for acting promptly, 
in time to strengthen the economy for the 
international competitive struggle of the 
1960's. 
Current Methods Inadequate. Any method 
of depreciation that fails to provide funds 
sufficient to replace the assets of a going 
business—and this includes every method 
now given any recognition under our cur- 
rent tax laws—is not an adequate method 
for allocation of cost. Moreover, it is not 
an adequate method for maintaining, 
much less adding to, the national capital 
plant. 

The Government should move promptly 
towards allowing business sufficient de- 
ductions before taxes to replace its over- 
age or noncompetitive equipment at to- 
day's cost—not at what equipment cost 
15 or 20 years ago under completely dif- 
ferent conditions. It should act not only 
to shorten the depreciation period, but to 
allow for depreciating property on some 
basis other than historic cost. 

It should start taking into account, in 
short, technological progress and infla- 
tion, in determining the depreciation al- 
lowances that are necessary to see that, in 
the words of President Kennedy, ‘there 
is proper encouragement to plant modern- 
ization.” 

Recommendations of a CIA Committee. 
Last year the Committee on Federal Taxa- 
tion took its stand on the issue. In a letter 
to members of the House Ways and 
Means Committee, the Committee advised 


Congress that ‘the importance of the de- 
preciation problem cannot be overstated. 
The national interest demands that early 
consideration be given to a more realistic 
approach to this problem, and we strongly 
urge that procedures along the lines here 
suggested would best serve that interest.” 
The Committee recommended statutory 
changes to allow for (1) the presumption 
of correctness of service lives which are 
no shorter for tax purposes than on books 
of account; (2) the right to shift depre- 
ciation methods at the taxpayer's discre- 
tion; (3) the amendment of section 1231 
to exclude salvage value and treat as or- 
dinary income disposition proceeds within 
original cost; and (4) the setting up of 
provisions for cost level depreciation. 

“We believe,’ the Committee stated, 
“that the most practical of the methods so 
far suggested to effect the latter recom- 
mendation is a procedure whereby depre- 
ciation computed on the basis of historical 
cost would be adjusted in relation to a 
generally accepted index of the current 
cost of taxpayer's depreciable property as 
compared with its historical cost. As an 
element of control where this approach is 
selected, the actual allowance should be 
limited to the amount taken by the tax- 
payer in his books of account.” 

The foregoing recommendations of the 

Committee on Federal Taxation were sub- 
mitted to Congress in a climate of in- 
creasing public interest in the depreciation 
issue. 
Hearings in the House and Senate. In 
late 1959, Chairman Wilbur D. Mills 
and the tax-writing House Ways and 
Means Committee had conducted almost 
six weeks of hearings on “Broadening 
the Tax Base.” On the day devoted to 
provision for depreciation, witness after 
witness urged liberalization with a force- 
fulness that generated a nationwide move- 
ment of support. 

In response to the ground swell, Presi- 
dent Eisenhower recommended, in his 
1960 budget message to Congress, the re- 
vision of section 1231 to provide that fi- 
nancial gain from the sale of depreciable 
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sler Corporation, Detroit, Michigan, is the 
1960-61 chairman of the Committee on 
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He is past president of the Detroit Chap- 
ter of Tax Executives Institute and for- 
merly a national director of the Tax 
Executives Institute. He is currently vice 
president of the Detroit Control of CIA. 


personal property used in a trade or busi- 
ness should be treated as ordinary income 
instead of as a capital gain. But his pro- 
posals went no further, and at hearings 
on them the great majority of witnesses 
and those who filed statements favored 
revision of section 1231 only as part of a 
more far-reaching liberalization program. 

Support for depreciation reform was 

not limited to witnesses at the House 
Committee hearings. In January 1960, the 
Senate Small Business Committee pub- 
lished its findings that ‘‘present deprecia- 
tion policies do not sufficiently encourage 
the expansion of the national economy 
and in all probability have stiffed eco- 
nomic growth.’ The Senate Committee 
held that the plight of small business is 
especially acute and recommended sweep- 
ing liberalization reform. 
Accumulation of Evidence. Thus, through 
the House hearings and the Senate report 
to the importance made of the issue in the 
recent presidential campaign, the past year 
has seen a mass of evidence accumulate in 
favor of liberalizing present depreciation 
laws. 

What has happened? Washington only 
mirrors a new awakening to the problem 
throughout the country. Besides the action 
which the CIA Committee took, strong 
positions favoring depreciation reform 
have been adopted by speakers and com- 
mittees of the American Newspaper Pub- 
lishers Association, the American Bar 
Association, the American Iron and Steel 
Institute, the National Shoe Manufac- 
turers Association, the American Cotton 
Manufacturers Institute, the National 
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TREASURY DEPRECIATION SURVEY SUPPORTS 
VIEWS OF COMMITTEE ON FEDERAL TAXATION 


A preliminary report on a depreciation survey released 
by the Treasury Department on January 5, 1961 reveals 
marked consistency with the recommendations on deprecia- 
tion submitted by the Committee on Federal Taxation of 
Controllers Institute of America. The report, which is the re- 
sult of a survey made by the Treasury with the cooperation 
of the Small Business Administration in July 1960, is based 
on approximately 3,100 responses—1918 from large busi- 
nesses and 1177 from smaller businesses—representing 
about 71 per cent of the larger businesses and 16 per cent 
of the smaller businesses invited to submit data. Salient 
points covered in the preliminary report include: 


Opinions of Major Causes of Inadequacy of Deprecia- 
tion Allowances. 60 per cent attributed inadequacy to ex- 
cessively long lives for tax purposes; 70 per cent considered 
price level changes a major cause of inadequacy. 


Preferred Liberalization Methods. 51 per cent of the 
larger businesses expressing a preference chose freedom to 


follow the taxpayer's own judgment; 29 preferred an ad- 
justment to reflect increased price levels; 8 per cent favored 
grouping depreciable assets into broad class categories with 
generally shortened lives prescribed by statute. 


Adjustment to Reflect Increased Price Levels. 75 per cent 
of the larger and 59 per cent of the smaller businesses sug- 
gested allowing taxpayers to claim annual depreciation 
based on original cost adjusted for changes in price levels; 
20 per cent of the larger and 39 per cent of the smaller 
businesses preferred the reinvestment depreciation allow- 
ance which would permit differences between original cost 
and replacement value of retired assets to be deducted at 
the time of replacement with corresponding reduction of 
depreciable basis of new property. 


Response to Liberalized Depreciation. 86 per cent of the 
larger and 97 per cent of the smaller companies indicated 
a willingness to conform book and tax accounting if liber- 
alization is along favored lines; 73 per cent of the larger 
and 63 per cent of the smaller respondents expressed a 
willingness to forego capital gains benefits on disposals to 
extent of depreciation previously taken, if depreciation is 
liberalized; 65 per cent of the larger and 59 per cent of the 
smaller businesses indicated that liberalized depreciation 
would increase their capital expenditures. 


Future Trends of Obsolescence. 58 per cent of the larger 
and 34 per cent of the smaller firms anticipated an increase 


in the tempo of obsolescence. 


This preliminary report of results dealing with taxpayers’ experience 
and opinions in the depreciation area is not intended to present Treasury 
recommendations at this time with respect to future depreciation policy. 
Preliminary information merely indicates discernible trends in the think- 
ing and experience of the business community and suggests many factors 
which should be taken into consideration in the formulation of major 
tax reform in the depreciation area. A final report which will present 
additional information is scheduled when more detailed tabulations are 


completed. 
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Small Business Men’s Association, the’ 
Society of Business Advisory Professions, 
as well as the Chamber of Commerce of | 
the United States and the National Asso. 
ciation of Manufacturers. 

The general press, television and radio” 
commentators, as well as editors of tech.’ 
nical and business journals have been 
speaking out on the significance of the” 
issue. Economists have voiced their con. 
currence. When, last summer, the Treas. 
ury mailed out its questionnaire on the | 
subject, nearly every trade association and 
industry leader urged business to send in| 
a categorial reply. 3 

With so much evidence of grassroots 
concern, there is now grounds for hope © 
that the 87th Congress will bring about 7 
depreciation reforms at last. There is no” 
lack of indications that it had better. 
The Larger Framework. There is, of course, © 
no question about the imperative need for | 
any particular firm to keep abreast of tech. 7 
nological growth. The individual com. 7 
pany must keep pace or go out of busi- | 
ness. But, in the larger framework, the 
nation’s progress is similarly keyed to | 
technological developments. 

Fundamentally, it is investment in new | 
and more efficient equipment that creates 
new and better products as well as in- | 
creased productivity. By increasing pro- © 
ductivity we create the only sound and ~ 
noninflationary basis for raising wages 
and salaries. And this sound economic 7 
basis makes possible an adequate invest- 7 
ment by the country as a whole in the 
tools of civilization. 

On the other hand, without capital ade- 7 
quate even for replacement of facilities, 7 
there can be no timely stemming of the = 
march of America’s superior industrial 
machine to the junk pile. 

Foreign Depreciation Policies. The prob- 
lem of the shortage of capital funds must 
be recognized and it must be recognized 
not as a limited application to one cor- 
poration or one industry, but as a factor 
which materially restricts the formation 
of capital and which adversely affects the 
public interest. To affirm this conclusion, 
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it is mecessary only to comment on the F 
depreciation policies adopted by countries b 
with which we compete in the world a 
market. P 


In surveying foreign depreciation pol- 
icies, however brief and superficial it may 


be, two points seem to stand out: (1) 
These countries recognize the important 

part adequate depreciation allowances play A 
in the building and maintenance of a Ir 
dynamic industrial economy; (2) More 

importantly, they have without exception . 
been more progressive than we in the fi 
United States in adopting needed depre- C 


ciation reforms. 

It is time to act affirmatively on the 
problem to assure that America’s indus- 
trial machine remains competitive in all 
its markets. 
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The 
Problem 

of Research 
Evaluation 


The obstacles to be overcome 
in budgeting, and accounting 
for, the research dollar 


Norman Oxley 


ae IMPORTANCE of evaluating research 
is brought sharply into focus when one 
notes how rapidly outlays for research 
and development have increased in the 
United States during the last few years. 
According to a study published by the 
National Science Foundation before the 
end of 1960, such expenditures were ex- 

cted to amount to $12.4 billion during 
the 1959-60 period. This would be an 
advance of about 140 per cent from the 
$5.2 billion spent in 1953-54, the first 
year for which a systematic compilation 
of data was undertaken. 

Of the total $12.4 billion which was 
expected to be spent during 1959-60, the 
industry sector of the economy probably 


accounted for 76 per cent, the Federal 
Government for 14 per cent, colleges and 
universities for eight per cent, and other 
nonprofit institutions for two per cent. 
Outlays by all four sectors have increased 
substantially since 1953-54, but the largest 
rise, both absolute and relative, has oc- 
curred in industry. Spending by business 
concerns in 1959-60 was estimated at $9.4 
billion, up 160 per cent from the 1953-54 
total of $3.6 billion. 

Outlays for research and development 
by the industry sector of the economy 
amounted to $9 billion in the calendar 
year 1959, according to McGraw-Hill. 
This expenditure represented an increase 
of almost 145 per cent from the $3.7 
billion figure for 1953. It is estimated that 
of industry’s total outlays in 1959, three 
per cent went for basic research, 19 per 
cent for applied research, and 78 per cent 
for product development. 

The figures just cited attest to the grow- 
ing size of the research bite into each 
year’s industry budget. They should es- 
tablish the need for paying closer atten- 
tion to where the money goes and what 
it buys. Although there is at present little 
agreement on the subject—i.e., how to 
evaluate research—let us approach it, and 
at least try to limit the areas of disagree- 
ment, by discussing it under these general 


| headings: The need for a definition of 
| research; the experience of many com- 


panies in trying to arrive at such a defini- 


| tion; the relationship of research planning 
| to other corporate long-range planning; 


the problem of selling research personnel 
on a system of evaluation; and the steps 
one company (the writer's) has worked 


| out for its own research program. 


First, and very importantly in evaluat- 
ing research, there is a great need to define 
what it consists of. All sorts of things are 
collected under this caption in the ac- 
counts of our corporations. While it would 
be better to include only real research ef- 
fort, there is no insuperable problem if it 
is clear just what other operations are 
covered even where some imagination is 
required to relate them to research work. 

The inclusion of what is vaguely termed 
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“trouble-shooting’”’ does, however, create 
a serious problem in trying to anatomize 
the bill for research. In the first place, it 
is difficult to cost trouble-shooting activ. 
ities for the particular reason that they are 
irregular. In the second place, there is the 
physical disadvantage of having a trouble. 
shooting staff within the research organi- 
zation because of the general inclination 
to look in that direction for whatever 
needs to be done on an emergency basis, 

(This seems not unlike the difficulties 
which the controller's office sometimes 
gets into when it has the Systems Depart- 
ment doing accounting trouble-shooting; 
usually, they soon wind up doing more 
trouble-shooting than system work.) 

It is probable that research directors 
would rather not have trouble-shooting 
assignments. It is certain that anybody 
attempting costing and evaluation of re- 
search would do well to be sure that the 
various activities charged as research are 
carefully spelled out. 

Measuring and evaluating research has 
created a host of other problems for many 
companies. It is unquestionable that re- 
search people are engaged in an occupation 
that is not easily measured. In addition, 
they are usually people whose interests 
are predominantly in the direction of in- 
tellectual accomplishments, rewards, and 
recognition. This does not mean that fi- 
nancial rewards are of no interest to them, 
but that other considerations frequently 
carry more weight. 

Because scientific advances constitute 
the obvious satisfaction to be set against 
the uncertainties of their pursuits, research 
people tend to resist the application of 
financial yardsticks. But this need not 
necessarily handicap the financial ap- 
praiser. Their desire for the means to ex- 
ercise their talents can be turned around 
to his advantage since on him depends in 
part the allocation of funds. 

However, there are real difficulties be- 
cause of the type of personnel employed 
in research to whom financial restrictions 
are unreasonable and whose work pro- 
duces so much growth or benefit that is of 
an intangible nature. Attempts to evalu- 
ate their efforts run all the way from full 
acceptance of the cost of research if the 
tes ed in total stays ahead, down to the 
condition that everything be exactly meas- 
ured by a formula which is sometimes 
peculiar to the organization using it. 

In other words, there is no consensus 


| with respect to evaluation. The universal 


consideration of the need for evaluation 
seems to be new and probably related to 
the cost price squeeze. 


INTEGRATION OF RESEARCH 

AND OTHER CORPORATE PLANNING 
Yet the need for evaluation must be 

quickly met and evaluation techniques 


' must be developed to relate research ac- 
| tivities and planning to long-range cor- 


porate goals. Evaluation of research must 
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begin at the front end, not at the back, 
and it is possible only if there is — 
ning. Unless there is a corporate long- 
range plan and unless there is satisfactory 
coordination of the plan and the research 
effort, evaluation tends to be largely a 
combination of mathematical exercise and 
eneral disagreement. 

Sometimes there is a corporate long- 
range plan in existence, but the results of 
the research department’s labor turn out 
to be only indirectly related to the agreed- 
upon future needs of the parent organiza- 
tion, Here the would-be evaluator can go 
astray in opposite ways. He can decide 
that it is futile to try to apply any dollar 
measurement to those results. Or he can 
try so many yardsticks that the research 
effort is constricted out of existence. (The 
latter is the fear of the true research man 
and should alarm any controller who has 
sympathy for the ambitions of research.) 

Every condition between these two ex- 
tremes is encountered at present among 
corporate evaluation programs. Perhaps 
those that have hit upon.the happiest and 
most judicious compromiise have done so 
by eliciting the assistance of all concerned 
in the program. 

There needs to be a plan for the future 
which has been developed through the 
combined efforts of all departments, in- 
cluding research. The plan should be 
one which has been approved by the 
company’s top management after it has 
considered the plan’s practicability and at- 
tainability. With this plan as a basis, re- 
search’s general direction is pointed out, 
and as specific possibilities come up they 
can be intelligently pursued or rejected. 
Commonly, within each company, there 
is basic research activity, and after this 
fundamental research there are essentially 
two principal areas: First, the pursuit and 
development of products or processes new 
to the company and second, the improve- 
ment of products already in the company 
line. Without a long-range plan to indi-\ 
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and development time had been spent on 
projects that had proved useless to the 
company and whose uselessness could 
have been anticipated before the project 
was undertaken.” 

There is little point in developing | 
products that are entirely foreign to the! 
skills and business experience of the com- 
pany unless it has planned and is prepared 
to go into these new lines, There is cer- 
tainly no point in developing something 
which the company cannot or does not 
choose to finance. There is no value other 
than intellectual exercise in improving a 
product beyond the quality necessary to 
please the consumer, and no system of 
evaluation will give it any other value. 


SELLING EVALUATION 


cate what the company wants to be and\| TO pRESEARCH PERSONNEL 


do, it is difficult to select the fields of 
fundamental research and certainly dif- 
ficult to select the particular projects for 
full development. 

If there is a company long-range plan, 
and if research effort is directed towards 
dovetailing with the plan, then subsequent 
evaluation of accomplishments, although 
never easy, is certainly more straightfor- 
ward. Without a plan there is likely to be 
a great deal of unproductive searching 
and impractical consideration of things 
that are irrelevant. 

It is most common in industry to fail 
to direct research efforts to bring about 
the objectives of the whole corporation. 
Too often the research dollar is spent 
wholly in unproductive areas or dispro- 
portionately among productive ones. Rob- 
ert K. Stolz told in a Harvard Business 
Review article of ‘‘one company [which} 
found that close to 35 per cent of research 


Assuming that the company has the 
basic start towards planning and evalua- 
tion, there are some things which are 
necessary in the way of education. Again, 
this probably has something to do with 
the unique characteristics of personnel in 
research. As a group they are different 
from other company personnel, but this 
does not suggest that management prin- 
ciples cannot be communicated to them or 
need be altered for them. 

A Booz, Allen & Hamilton survey, 
quoted by C. Wilson Randle early in 
1959, indicated that there are three groups 
of characteristics which usually stamp the 
research scientist and engineer. 

“As a group they are younger than 
other company personnel. According to 
the study, 79 per cent are 40 years of age 


and younger, and 35 per cent are between 
20 and 30. This youthfulness creates prob- 
lems in training and development. 

“{ They} are relatively less experienced. 
Some two thirds have ten years or less 
research experience, while more than a 
third have less than five years. This lack 
of experience places a considerable pre- 
mium on supervision. 

“They are better educated, with 94 per 
cent having one or more college degrees. 
This evidences high intelligence, which 
in turn spawns high criticalness. Research 
and development personnel ate generally 
more critical than other company em- 
ployes.”” 

Obviously, some effort is going to be 
necessary to sell such a group on the idea 
of putting a price tag on everything. But, 
equally obviously, such an_ intelligent 
group must finally respond to any ap- 
proach based on sweet reasonableness. 

In short, research people are likely to be 
enthusiastic supporters of efforts to evalu- 
ate when—and only when—they know 
what is being done and why. One might 
begin by making it possible for research 
executives to become thoroughly informed 
about company operations and finances. 
While the top research man has entrée to 
the financial details presented to top man- 
agement, it is now all too frequent that 
his subordinates are somewhat financially 
uninformed. They should be me ey 
with information about product profitabil- 
ity so that they may help select the fields 
where their work is most likely to enhance 
the corporate profits. 


(Continued on page 82) 


THE CONTROLLER..... BS Lee. -»........ FEBRUARY 1961 









79 





How this new team of IBM Suppli 





IBM SUPPLIES SPECIALIST—uniquely trained to assist you in solving supplies problems 
promptly, efficiently and to your best advantage. 





ligpecialists can help you 


When it comes to cards, magnetic tapes or 
control panels, the IBM supplies specialists 
know—as few men do—just how to meet your 
needs. IBM supplies specialists are true ex- 
perts...qualified by intensive training in IBM 
schools, plants, and design centers...qualified 
by extensive field experience. 

Equally important, they represent a com- 
pany that is unsurpassed for: 


PROMPT SERVICE—IBM offers you same-day de- 
livery on control panels and magnetic tapes, 
to meet emergency needs. In addition, through 
its nation-wide manufacturing and warehous- 
ing facilities, IBM can service promptly the 
card needs of any customer in America. 


TECHNICAL ASSISTANCE—Through its network of DESIGN ASSISTANCE—you can profit by the 
Card Design Centers, IBM can assist you in de- ideas and experience of others who have suc- 
; : ge cessfully solved problems similar to yours. 

veloping card designs that will improve card 

handling techniques, reduce card consump- 

tion, and contribute to the economy of your 

data processing operations. As for control 

panels, your IBM specialist can help you profit 

from the ideas and experiences of others who 

have solved problems similar to your own. 


PRODUCT QUALITY—IBM supplies are made to 
precise specifications which have been de- 
veloped over more than 40 years of research, 
testing and performance analysis. 


CUSTOMER EDUCATION—1T hrough IBM’s Customer 
Education Centers as well as through plant 
tours, supplies seminars and informative 
literature, IBM offers you an unsurpassed op- 
portunity to achieve competence in the use 


and care of IBM cards, tapes and panels. IMMEDIATE DELIVERY—control panels deliv- 
ered “off-the-shelf” to meet your emergency 


PRODUCT RESEARCH—To assure you the best sup- data processing needs. 
plies products possible, hundreds of IBM engi- 
neers and technicians work full time to de- 


velop new, improved products and techniques. LONGER TAPE LIFE—assured by the unique 
IBM quality control program for new magnetic 
tape, plus an exclusive retest service which 


increases the life of your present tape by 


The next time you are in the market for 
punched cards, magnetic tapes, or control over 50%. 
panels, call your IBM office. Talk to the IBM 
supplies specialist—an expert backed by ex- 
perts—a man whose main job is to improve 
the return on your data processing investment. 


IBM DATA PROCESSING 
® 























































Regular statements showing trends of 
profit by products and by plants should 
be furnished to research executives down 
the line. Other statements of information 
about operations should be given to them 
also. Supplying these men with this in- 
formation does two things: First, it alerts 
them to opportunities for improvement of 
profit ratios and acquaints them with 
product lines which may be dying and 
should be replaced; secondly, the practice 
informs them of the availability or lack 
of profits or funds for their use. 

Although a fully informed research de- 
partment probably will not resist efforts 
at evaluation, there is another way to sell 
them on it. One can convince research 
that through economic evaluation comes 
a substantial part of recognition and re- 
ward. 

Of course to an honest-to-goodness re- 
search man a Nobel prize or some other 
world famous ei surmounts every- 
thing else. Nevertheless, in the business 
of making a living and getting along from 
day to day he may see the necessity of 
settling for more mundane things. He 
also may be led to see that, in addition to 
these personally attractive advantages, ad- 
ditional funds for research may result 
from an effective program of evaluation. 





A TYPICAL PROGRAM 
AT ALLIED CHEMICAL 


The program at Allied Chemical Cor- 
poration is similar in many respects to that 
followed by others. The company prepares 
a budget of research activities for the 
coming year in order to set up allocation 
of funds. This budget covers the three 
principal fields of research; fundamental, 
new products or processes, and cost im- 
provements. It is in the field of funda- 
mental research that most of the fun be- 
gins with respect to evaluation. 

Yet fundamental research should pro- 
| vide most of any company’s new items. 
To measure it is a highly theoretical 
' thing, and there is probably no real test 
of its accomplishments except by making 
sure from time to time that new ideas are 
forthcoming. Certainly enough new ideas 
should emerge to keep the rest of the re- 
search body active with profits. 


To the best of the writer's knowledge 
it takes from five to seven years before 
an idea gained at this fundamental level 
of research can begin to pay off the organ- 
ization in which it arose. Since the extent 
to which a company can or will spend 
money on basic research relates only to 
its philosophy and ability to spend, and 
since no two corporations are quite alike, 
there is no rule which will suffice. 

Because one cannot evaluate this funda- 
( mental research until many years after 
the money has been spent on the problem, 
perhaps the only thing to do is consider 
what overhead for basic research one’s 
specific research projects and corporate 
profits can carry. If specific research proj- 
ects can still pay off carrying a loading for 
basic research costs, this is one way to ap- 
proach the propriety and extent of spend- 
ing for basic research. 

The other test, which is not only fi- 
nancial, is the test of keeping new projects 
coming along. Certainly there should be 
an abundance of ideas so that a selection 
is possible and obviously some of these 
ideas must be good ideas or the research 
is in vain. 

Once it has been decided how to record 
or evaluate this basic research, then the 
problems of evaluation become simpler. 
Generally at this point there is assignment 
of a research team to development of a 
project, and proper compilation of the 
costs of research work is not afterwards 
so complicated. Subsequently, when the 
idea is marketed, the additional income 
which it brings to the company can be . 
plied against the cost, and the benefits 
recorded. 

Allied’s budget, prepared in the early 
fall, shows all the projects on which re- 
search is working; it gives a history of 
those which have been finished up to some 
years previously and cites the benefits 
which are being harvested. For projects 
not completed or just beginning, the 
budget shows the assignment of man- 
power, materials, and equipment with 
overhead. These are recorded until com- 
pletion of the project, whether the project 
relates to the development of new prod- 
ucts and processes or to cost improvement. 

More important than this mechanical 
budget preparation ate the steps which 


SOMETHING NEW HAS BEEN ADDED 


















To remain competitive in business does not mean just 
lowering the price; it means creating new improvements 
concurrent with consumer demands according to the vice 
president of GE and general manager of Hotpoint division. 
In creating its 1961 kitchen-laundry line, GE’s outlay ran to 
the tune of some $8 million: $2 million for new designs 
and engineering; $5 million for new tools; and $1 million 
for re-arrangement of their plant equipment. 
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guide research in its decision as to which 
of the —_ to pursue. At Allied pro. 
posals from any source find their way to , 
committee for consideration, and it is the 
composition of the committee that is of 
interest and importance here. 

Before any item is pursued and mon 
spent, there is an opportunity for the 
sales, production and related groups— 
through their representation on the com. 
mittee—to offer opinions to research rep- 
resentatives about the practicability of 
proposals. 

The committee expects to, and does, 
reject projects which it considers unat- 
tractive. But once the project has been 
accepted as an item for development, it 
then moves along to the planning research 
group which enlists the assistance of every 
staff function in the organization. It is at 
this point that project expenditures are 
identifiable and that survey committee 
approval for the necessary spending of 
funds is obtained. 

The elements which have been con- 
sidered then, before the research organiza- 
tion really begins to roll, are the suitabil- 
ity of the item in the corporate plan, the 
likelihood that the product can be sold at 
a profit, and its relationship to other com- 
pany lines. The engineering and produc- 
tion departments have considered their 
problems and prospective financial ap- 
praisals have been supplied by the ac- 
counting department. The legal problems, 
the purchasing problems, and the traffic 
problems have also been covered. 

After completion of the various re- 
search projects, the survey committee 
again considers what has been done, re- 
jects some of them, and passes the rest to 
the next department for commercial de- 
velopment. 


WHICH RESULTS ARE MEASURABLE 


In summary, one might say that while 
there are acknowledged and important in- 
tangible advantages through research 
which contribute to the national well- 
being and to the advancement of pure 
knowledge, the expenditures of corporate 
funds for research should generally be 
measured on the basis of tangible benefits 
expected. Admittedly this can be difficult, 
but with the cooperation of the top re- 
search people it is a most worthwhile 
practice. It forces appraisal of research 
performance and certainly makes apparent 
those projects which have only obscure 
financial rewards. 

Management should know where and 
how well all research is spending time and 
money. In the first place, research must 
be evaluated—for its over-all contribution 
to the corporate profits and for its own 
health and prosperity. Secondly it can be 
evaluated—perhaps not perfectly but rea- 
sonably—if accurate costs are maintained 
for its different phases and if proper 
plans of research activities are matched to 
good corporate plans. 
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One of the most important communications 
your Company will make this year—and any 
year in the next decade—will be your Annual 
Report advertisement. 

If you publish this merely as a “matter of 
record” you will lose much of its potential 
value. If you place it where it will merely be 
printed, it will fail to give you the special 
benefit such advertising can produce at this 
particular time. 

With a far wider range of publicly-held 
companies to choose among, professional 
money managers are being sharply selective 
in making recommendations of purchases of 
securities. Properly handled and properly 
aimed, your Annual Report advertisements 
can give your Company a distinctiveness that 
lifts it above the mass... can bring your in- 
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formation directly to the attention of those 
whose opinions establish company reputa- 
tions. 

Barron’s is the proper place for your mes- 
sage. Barron’s is acknowledged widely to be 
the prime financial medium circulating among 
knowing investors and investment managers. 
It has the premium audience. And your ad- 
vertising in Barron’s brings you greater profit 
because Barron’s subscribers read it with 
profit in mind. 1. The largest weekly financial 
circulation in the U. S.—120,000. 2. Renewal 
rate for established annual subscriptions is high 
—74%. 3. Be sure to get your free copy of 
Barron’s latest compilation of representative 
Annual Report Advertisements. Write: 
Barron’s, 50 Broadway, New York 4. 








MANAGEMENT PLANNING AND CONTROL FOR THE SMALL BUSINESSMAN 


The 
Accountant 
as Part-Time 
Controller 























From an address delivered by Arthur B. Toan, Jr., 
of Price Waterhouse & Company, New York, before 
the Ohio Society of Certified Public Accountants 


A SMALL BUSINESS is almost always char- 
acterized by an imbalance in the manage- 
rial skills which are available to it. Most 
small businesses are started and continue 
because the owner or manager of the 
business has considerable talent in sales 
or in manufacturing, and/or less fre- 
quently but often very importantly, crea- 
tive ability in the field of research. Stated 
in reverse, it would be a rare situation in 
which a small business could really suc- 
ceed without the presence of substantial 
ability in one or more of these areas. 

Skill in accounting and finance cannot 
create or sustain a small business—it can 
only support it. As a matter of fact, the 
presence of real skill and ability in ac- 
counting and finance in a management 
whose prime talents lie in the field of 
sales, manufacturing, or research tends to 
occur so infrequently that it comes close 
to being unusual when it happens. 

The fact of the matter is that most 
small businesses (i.e., more than 90 per 
cent) do not have adequate abilities in the 
areas of accounting and finance. They not 
only do not have adequate talents in these 
areas, but they cannot afford, in most 
cases, to acquire such talent on a basis 
which requires that it be in the persons 
of full-time employes of their company. 
They cannot, in other words, put on their 
own payroll an individual who can pro- 
vide a well-developed, self-sustaining fi- 
nancial function as we know it. 


NO CLASS 
OF PART-TIME CONTROLLERS 

What these small businesses would 
probably be most interested in engaging 
is a part-time professional controller, if 
there were a class of professional control- 
lers who moved from company to com- 
pany. But the fact is that there is no such 
class of part-time professional controllers. 
The small businessman therefore turns 
quite naturally, outside his organization, 
to his accountant, his banker, and his 
business friends; but largely he turns to 
his accountant. He turns, for financial and 
accounting assistance, to a person whom 
he has come to know and to trust and who 
quite probably has a more intimate knowl- 
edge of his business than have his other 
potential advisors. 

If, however, as was implied earlier, the 
businessman would really be more inter- 
ested in engaging a part-time controller 
with some auditing ability than in engag- 
ing a part-time auditor with some control- 
lership ability, there is a great deal of 
value in looking at what the role of the 


controller is, or what the controller be. 
lieves his function to be. 

(Mr. Toan here recapitulated the vari. 
ous aspects of the controllership function 
almost exactly as they appear on the con. 
tents page of this magazine.) 

The statement of controllership func. 
tions suggests a great deal about the out- 
side accountant’s position as advisor to 
small business. Many accountants seem to 
believe that giving advice to the small 
businessman means primarily giving ad- 
vice on ways and means of improving 
clerical procedures. They feel that im. 
proving the method of preparing the pay- 
roll or of maintaining the accounts receiy- 
able record, to cite two examples, is what 
the businessman wants and expects from 
his accountant. 

It seems doubtful that this is really the 
case. There are very few small businesses 
which rise or fall, succeed or fail, on the 
basis of the quality and effectiveness of 
their clerical procedures. There are very 
few small businesses whose profitability 
is even greatly influenced by the economy 
with which the clerical work is performed, 


HELP WITH MANAGEMENT 
THE REAL NEED 


The small businessman will accept with 
pleasure’ suggestions for reducing clerical 
costs, but he would really like—and he 
really needs—something quite different. 
He needs help with the management of 
his business. 

The important areas, the areas of major 
significance, the areas of major value to 
the small businessman, the areas to which 
top priorities should be assigned are those 
which relate to planning and controlling 
the business, properly analyzing and in- 
terpreting the results of operations, and 
so organizing and staffing the company 
with qualified individuals that the desired 
results can be achieved. 

If the outside accountant can get his 
small business clients to plan, to control, 
to organize, and to operate on the basis of 
sound, quickly available information, he 
will be accomplishing a great deal. He 
will be helping management fix upon real- 
istic objectives and to measure the rela- 
tive value of different alternatives avail- 
able to it. He will be helping the small 
businessman to budget the use of funds, 
to establish an organization capable of 
carrying out his plan and to assign to it 
the resources required for the purpose. He 
will be helping the small businessman to 
have available sound information on which 
to base decisions and by which to measure 
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results against plan. And he will be help- 
ing to make sure the small businessman 
yses correctly analyzed and interpreted 
information and draws the correct infer- 
ences from it. 


GIVING ADVICE ON 
TECHNIQUES AND PROCEDURES 

Reverting to the need of the small 
businessman to have the equivalent of a 

art-time controller, a new element ap- 

ears, however. Planning and control and 
management information have two quite 
separate, yet very important, aspects. First, 
there is the establishment of the technique 
or the structure or the process by which 
planning and control are accomplished 
and management information is provided. 
The establishment, for example, of a pro- 
cedure for creating a long-range plan, or 
a budgeting procedure, or a cost system, 
ot a technique for preparing informative 
reports, or a pattern for interpreting op- 
erating results, involves important con- 
siderations of systems and methods, of 
accounting principles, of techniques, of 
forms, and so forth. It is virtually impos- 
sible to have a good planning and control 
system or good management information 
without good techniques and good pro- 
cedures. 

The outside accountant in even a large 
company is often asked to assist in the 
creation or revision of systems of man- 
agement information, of procedures for 
planning and control. In most instances, 
he is asked to do this because the individ- 
uals in the organization lack the time or 
lack the specific skill, or because a new 
point of view is desired, or because a po- 
litical situation exists which makes it dif- 
ficult for employes within the company to 
engineer the change. All these reasons are 
present in the small business as well, and 
they are equally valid there. 

However, in a large company it is in 
almost all instances true that the outside 
accountant’s responsibility ends with the 
creation of the system or the procedure 
and that from that point on the company 
itself is able to ‘‘put the flesh on the 
bones” and to create the plan or the 
budget itself, to report on the operations, 
to interpret the results, and to suggest the 
changes which should be made. 

It seems quite doubtful, however, that 
the same situation exists in many, if not 
most, small businesses—and this is the 
second aspect of the problem. The ac- 
countant has the choice of restricting his 
participation to the creation of the systems 
and the procedures and the structures but 
this is a choice which he can often exer- 
cise only with great difficulty, because the 
small businessman, wishing to rely on the 
knowledge and experience of the account- 
ant, wants him to assist and to assist very 
extensively in the creation of the plan 











and the budget itself, in the interpretation 
of the results of operations, and in provid- 
ing counsel on actions to be taken. The 
accountant, in essence, is being asked to 
assume some of the controllership role 
discussed before. 


WHERE ADVICE-GIVING ENCROACHES 
ON MANAGEMENT ITSELF 

Several things become quite clear. The 
giving of advice on the actual substance 
of the plan or the budget, or the actual 
interpretation of results, requires a higher 
level of business judgment than does the 
creation of the procedure itself. The ac- 
countant may be more capable of the one 
than of the other. On the other hand, in 
many instances when the accountant does 
give advice, the combination of lack of 
knowledge on the part of the small busi- 
nessman and the respect in which the ac- 
countant is held, may bring about a situa- 
tion in which the latter’s advice is so 
readily accepted that it comes close to 
representing a decision on behalf of man- 
agement. 

The importance of the advice and the 
relative lack of knowledge on the part of 
the businessman thereby imposes on the 
accountant a responsibility to see that, 
when he does choose to give advice, it is 
of such high quality that it can compen- 
sate for the relative lack of ability or un- 
derstanding on the part of the small busi- 
nessman. Or, if the accountant is not giving 
advice but only expressing a feeling or a 
tentative opinion, that it be clearly labeled 
as such—and that the businessman be 
urged to get other expert opinion if he 
needs it. 

To state the same thought in another 
way: The small businessman is in financial 





affairs frequently not too much more 
knowledgeable and capable of challenging 
the advice which he receives than the 
average patient is of challenging the pre- 
scription which he receives from his doc- 
tor. If the accountant gives the prescrip- 
tion, he should be sure he knows his 
medicine. 

It is, therefore, incumbent upon the ac- 
countant as an individual, pi upon his 
profession as well, to make a real effort 
in the following ways: 


1. To undertake work only in those 
areas in which it is sure of its competence. 

2. To strive constantly to raise its level 
of competence in those areas in which it 
is to give business advice. 

3. To clearly distinguish between ad- 
vice and its less certain brethren, opinion 
and feeling—not hesitating to suggest 
that the assistance of others be obtained 
when desirable. 

4. To have an understanding with small 
businessmen that there is a point beyond 
which the outside accountant cannot rea- 
sonably go in serving as the unofficial 
semicontroller of the business, without en- 
croaching on the management function 
itself. 

5. Perhaps most interesting of all, to 
undertake, through the auspices of the 
American Institute of Certified Public 
Accountants or the various Controls of 
Controllers Institute of America, a pro- 
gram by which small businessmen can get 
a sufficient understanding of managerial 
accounting and finance to carry out ac- 
ceptably some of the functions of the 
controller which might otherwise fall on 
the accountant. 


(Continued on page 86) 





THE CHANGING ECONOMIC PICTURE FOR SMALL BUSINESS 


In the first six months of 1960, programs developed to 
help small firms meet changing economic conditions were 
offered by the Small Business Administration and cooper- 
ating educational institutions. A total of 157 co-sponsored 
administrative management courses were attended by 4,900 
small business owners and managers. Research grants 
awarding funds were given to 53 educational institutions 
and state agencies to carry out a wide range of research 
studies related to small business problems. 

Tied in with the programs, assistance through publica- 
tions and conferences resulted in businessmen obtaining 
more than 900,000 copies of SBA’s publications covering 
a wide variety of management subjects. Two conferences 
were held to specifically inform small manufacturers of 
opportunities in export trade to increase their productivity. 
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Why 
muleCoemarererue! 
automation to the 
adding machine 


This is the Friden Add-Punch®, Model ACPT. Like a standard adding 
machine, it produces a conventional printed tape. But unlike a standard 
adding machine, it also records complete or selected data in a punched 
paper tape. Because it does, automated record keeping can be started at 
the adding machine level —at the source. 


With the Add-Punch and the punched paper tape it produces, any size 
company can get the full benefits of automation. The large firm will save 
by using the tape for automatic conversion to punched cards (no key 
punching or verifying is necessary), or for direct input to computers. 
The small firm without processing equipment can call upon a service 
bureau to process the tape and to prepare the desired reports at low cost. 
The Add-Punch can handle an exceptionally wide variety of accounting 
and statistical jobs — everything from the entry of basic information at 
its source to the general ledger. 

Your Friden Systems Man will be glad to explain how the ACPT can 
save you money. Call him. Or write: Friden, Inc., San Leandro, Calif. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. © 1961, FRIDEN, INC. 


SS Iriden 


SALES. SERVICE AND INSTRUCTION 
THROUGHOUT THE VU. S. AND WORLD 














(Continued from page 85) 


THE EDUCATION OF 
THE SMALL BUSINESSMAN 

It would be well to explore the lay 
suggestion a bit further. There are indj. 
cations of how great the hunger of many 
businessmen is for knowledge of this type 
A great opportunity exists to find some 
way of supplying it. The businessmap 
would not, of course, acquire the technica] 
skills of the certified public accountant: 
he would, however, gain an understanding 
of the managerial use of accounting. It 
seems quite probable that this can ulti. 
mately be accomplished most effectively 
either at seminars conducted by CPAs or 
industrial controllers for small groups of 
small businessmen or on the client’s own 
premises by the combination of a seminar 
and something approaching on-the-job 
training where the outside accountant con- 
sciously works with the businessman to 
expand his knowledge. 

The education of the small businessman 


will, in the long run, help answer the 
| dilemma which sooner or later will be 





faced by every outside accountant—that 
of drawing a line beyond which he dare 
not go because the nature and the im. 
portance of his advice is so great that he 
becomes part of management rather than 
an independent auditor. 


Little Business Goes Big Time 


The National Cash Register Company 
has opened what it calls a new kind of 
automation center making computers avail- 


| able for the first time to businesses as small 


| be established in more than 100 cities i 


as a neighborhood grocery store with only 
one cash register. The cost of the service 
will run as low as $25 a month; up to 
now charges for computers in centers set 
up by other producers have rarely run 
less than $1,000 a month. 

Based on data supplied by customers, 
the computer will give small and medium- 
sized retailers a daily picture of their sales 
for the first time and enable them to place 
their operations on a much more efficient 
basis than was ever before possible. 

The centers, the first of which was te- 
cently opened in New York, will later 


throughout the country. The NCR 390 


| unit to be used in the centers, which sells 
| for $75,000, will be equipped to handle 
| paperwork for small manufacturers, finan- 


cial houses and other enterprises. The cen- 
ters will be able to turn out an analysis 
of 50,000 sales in an hour. In less than 
an hour the local computer will be able to 
prepare a payroll of a company with 250 
employes. 





Books, Forms and Studies 


BY FREDERICK M. EISNER, C.P.A. 
Used in teaching his courses on DISTRIBUTION 
Cost ACCOUNTING and ConTrRoLs For Cost RE- 
DUCTION Purposes at the Baruch School of 
Business Administration, City College, N.Y. 
GUMBINTO OBE 5c cccccscaxiscatvecsateustestord $15. 
Charles M. Eisner, 70 Linda Ave., White Plains, N. Y. 
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Remember 
when you were 
omoving 
up in 
business” 


Y 


You would have welcomed 


a booklet like this one! 


by corporations to high school 
graduates and college under- 
graduates in their recruiting 
areas, this “careers” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting person- 


nel, and potential executives. 


You can place your own im- 


print on the booklet if you wish 








to identify your company’s in- 


terest in your community. 























Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 


trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 
from academic training in accounting. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 


counsellors throughout the country. 


w Place Your Order Now! 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y. 


Send me 


Accounting” at 25¢ per copy postpaid (Check enclosed 


copies of “Moving Up in Business—A Look at Managerial 


) (Bill me later ) 
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Robert W. Boyd 


T IS commonly recognized that the nor- 
| mal business venture is entered into for 
the purpose of earning a profit for those 
supplying the risk capital. Although a 
business enterprise has a variety of other 
responsibilities, including those to cus- 
tomers, employes and the public, these 
responsibilities cannot be met unless the 
business is able to earn a reasonable profit. 
The success of the venture is ordinarily 
measured in terms of profit, which when 
related to invested capital gives an indi- 
cation of comparative return. 

As we all know, it is customary to 
furnish stockholders and others outside 
the management group with periodic fi- 
nancial statements which report on the 
financial condition of the company and 
the results of the operations on an over- 
all basis. From the stockholders’ point of 
view, interunit transfers of products or 
materials are merely movements of in- 
ventory from one location to another and 
no profit is recognized when such internal 
transfers occur. 

As a result, the conventional practice 
has been to price interunit edie for 
this purpose at cost. When any other basis 
of pricing is used, it is necessary to elimi- 
nate from consolidated inventories any 
unrealized profit that may be included as 
a result of such practice. 


A NEW CRITERION 
FOR PRICING TRANSFERS 

In the past, financial reporting con- 
siderations were often the decisive factor 
in determining the basis for pricing inter- 
unit transfers. Today, this point of view 
still prevails in some companies, but most 
of the larger companies have come to re- 
gard usefulness of information for man- 
agerial planning and control as of primary 
importance. 

Today, many business organizations 
consist of a number of divisions, plants, 
warehouses and sales branches which have 
been established on a more or less 
autonomous basis to gain the advantages 
of decentralized management. The larger 
organizational units are often separate 
profit responsibilities and as such consti- 
tute separate accounting entities for man- 
agement purposes. 

In view of recent developments in the 
pulp and paper industry, for example, 
consideration of the problems relating to 
transfer prices as they affect the measure- 
ment of profit has become a practical 
necessity. Companies have set up produc- 
tion facilities for raw materials, pulp, 
paper, paperboard and various converted 
products, and in some instances distribu- 
tion facilities have been established as 
well. At the same time there has been a 


12 WAYS TO DETERMINE THE ECONOMIC CURRENT 


Which way the economic wind will blow in the next few 
months is a favorite guessing game of economists, business 


men and investors. 


The National Bureau of Economic Research offers the 
following leading indicators, which tend to move up or 
down before the general trend of business turns: 


The average factory work week. 
The rate of hiring in the manufacturing industry. 


The lay-off rate. 


The new orders received by manufacturers of 


durable goods. 


The number of new homes started. 

The new contracts placed for commercial and in- 
dustrial construction (measured in floor space). 
The net change in the number of businesses. 
The business failure liabilities in dollars. 

The corporate profits after taxes. 

The Standard and Poor’s index for industrial, 
railroad and utility common stock prices. 

The change in business inventories. 

The prices of industrial raw materials. 
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Transfer Prices and Profitability Measurement 


trend toward decentralization of physical 
operations, with the establishment of 
separate plants to produce specific prod. 
ucts which frequently are transferred to 
other units of the organization for further 
processing or sale. 

In some instances, decentralization has 
led to the establishment of subsidiary 
transfers accounted for as sales and pur. 
chases. In other cases, decentralization 
is accomplished within the framework of 
a single company and the problem arises 
as to how to account for inventory trans. 
fers between divisions, plants and other 
units of the organization. 


RESULTS OF NAA’S STUDY 


The results of a study of this problem 
made by the National Association of Ac- 
countants were reported in a paper en- 
titled “Accounting for Intracompany 
Transfers,” which was published in 1956. 
The comments which follow are sup- 
ported by that report. 

It is pointed out that a decentralized 
organization functions best when financial 
goals are established for each organiza- 
tional unit, and performance is compared 
with those goals and reported to the re- 
sponsible manager and his superiors on a 
regular basis. In general, two types of 
managerial responsibilities may be estab- 
lished: (1) Responsibility for costs or 
sales, but not for profit, and (2) respon- 
sibility for profit and return on invest- 
ment. 

The study showed that where manage- 
ment is decentralized, major organizational 
units are usually set up as -—_ responsi- 
bilities. Even in integrated companies it 
is not unusual for a substantial portion of 
a division’s production to be disposed of 
by interunit transfer and again it is cus- 
tomary for such units to be established as 
profit responsibilities. It is obvious that 
the manner in which transferred goods 
are priced has an important effect on the 
profits of both the supplying and receiv- 
ing units. 

One of the aims of management de- 
centralization is to introduce competition 
as an incentive to profit consciousness and 

effective management throughout the or- 
ganization. Experience seems to show that 
the pricing of interunit transfers at cost 
does not foster profit consciousness be- 
cause the supplying unit is assured of 
recovering its costs. Only where prices for 
interunit transfers are established on the 
basis of a competitive market can income 
attributable to individual profit responsi- 
bilities be measured adequately. 


© Mr. Boyd is controller of Weyerhaeuser 
Company, Tacoma, Washington. 
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AUTONOMY 
FOR EACH RESPONSIBILITY UNIT 


Measurement of performance by profit 
responsibilities requires separation of costs 
and revenues for each responsibility unit. 
This is comparatively easy to accomplish 
in the case of a completely autonomous 
unit having its own plant and sales or- 
anization, but the existence of jointly 
controlled facilities serves to complicate 
the problem and tends to weaken the ef- 
fectiveness of profit responsibility account- 
ing. Arbitrary allocations of service de- 
artment costs and expenses of home of- 
fice administration have the same effect. 

The accounting system should be de- 
signed to provide for direct accumulation 
ot costs and revenues for each responsi- 
bility unit insofar as possible. It must be 
recognized, however, that decentralization 
cannot be carried to the point where all 
joint costs are eliminated. Common serv- 
ice departments usually exist and expenses 
of centralized administrative departments 
must be absorbed by the operating di- 
visions of the company. 

The NAA study showed that organiza- 
tional units created to render services to 
other units of the company are usually 
treated as cost responsibilities rather than 
profit responsibilities. The nature of some 
services is such that it is difficult and 
sometimes impossible to determine a com- 
petitive price. Here the position is fre- 
quently taken that it is not management's 
intent to make a profit on such services, 
or that the company is not in the business 
of selling the services in question. 


A FOREST PRODUCTS 
INDUSTRY’S SET-UP 

The company the writer represents is 
engaged in diversified operations within 
the forest products industry. It manu- 
factures and sells lumber, plywood, hard- 
board, particle board and other related 
products, as well as both kraft and 
sulphite pulp and paperboard. A sub- 
stantial portion of the paperboard pro- 
duced is further processed into shipping 
containers and milk cartons at various 
converting plants located near the major 
markets for these products. A portion of 
the lumber and plywood produced is 
distributed through wholesale yards and 
warehouses which again are scattered 
throughout the country. Some lumber and 
plywood fabrication also takes place. 

It is apparent that this is an integrated 
company with raw materials and products 
being transferred from one unit to another 
for further processing or for sale. It is 
also an example of decentralized manage- 
ment, as authority to make decisions has 
been placed as near as possible to the 
locations where actions take place. 

Of the company, it can be said in gen- 
eral that major organizational units have 
been set up on the basis of profit respon- 
sibilities. Each unit constitutes a separate 
accounting entity, and, almost as a corol- 
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lary, interunit transfers are priced gen- 
erally on the basis of market value, 
whereas transfers between departments 
within a plant are ordinarily made at cost. 

The company produces a substantial 
portion of its raw material requirements 
from its own forest lands. Although the 
raw materials—that is, the logs and cord- 
wood—are all produced at the same 
average cost, they have widely different 
values due to variations in quality. Ob- 
viously, if these raw materials were 
charged to the various plants at cost, it 
would not be possible to determine ac- 
curately the amount of profit contributed 
by each such plant operation. 


APPROXIMATING 
A FAIR MARKET VALUE 


The solution, transfer prices based on 
fair market value, happens to be partic- 
ularly hard to arrive at in the case of this 
particular industry. In the Pacific North- 
west there is no bona fide log market on 
which to base such values. The company 
believes, however, that even though its 
transfer prices cannot be completely ac- 
curate, they should still reasonably ap- 
proximate market value and recognize 
within reasonable limits the differences 
in value between the various species and 
grades of material. . 

Transfer prices, once they are estab- 
lished, are altered only when there are 


clear indications of a definite change in 
the market. They are not altered to con- 
form to the many day-to-day fluctuations 
in supply and demand, since the company 
feels that it will obtain the desired results 
from them so long as they reasonably ap- 
proximate market value. 

It tries, in other words, to serve the 
purposes which underlie decentralized 
profit control responsibility even where it 
is necessary to improvise and approximate 
in order to do so. These purposes have 
been defined more clearly than the writer 
could summarize them, in a statement 
made by Paul E. Holden, professor of 
Industrial Management of the Graduate 
School of Business, Stanford University: 

“The objectives of a multiple applica- 
tion of profit and loss accountability 
through product or regional divisions are 
forthright and timely. An effective means 
of top-management control is established. 
Widespread, complicated, and unwieldy 
operations are broken down into more 
manageable segments. A desirable ele- 
ment of flexibility is given to the organi- 
zational structure, i.e., divisions can be 
added or eliminated without serious dis- 
ruption to the basic organization structure 
or the plan of management. A relatively 
simple basis is provided for establishing 
some program of profit-sharing as supple- 
mentary executive compensation. Finally, 
more broad-gauged men are thus groomed 
for the general management function.” 





Drew Pearson, syndicated columnist . 


. . Thomas H. Carroll, 
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Read, president of the Foundation 
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relationships between business and govern- 


. future 


developments in the field of Federal taxation .. . 















MIDWINTER NIGHT’S READING 


WORK IMPROVEMENT* 
By Guy C. Close, Jr. 


Broad in scope, this book is intended 
for application in offices and service or- 
ganizations, as well as industrial plants, 
and is divided into five major parts. 

The first part is meant to build the 
proper mental climate for an approach to 
cost reduction, the goal of work improve- 
ment; methods of selection and definition 
of the work problems to be solved are 
considered in Part Two; Part Three gives 
instruction in the use of the various ana- 
lytical tools available to record and study 
the details of the problem; principles and 
methods of the creative activities are ex- 
plained in Part Four; and ways and 
means of getting action on the selected 
method or application are discussed in 
Part Five. 


* Published by John Wiley & Sons, Inc., 440 
Park Avenue South, New York 16, N. Y. $7.75. 


Cost ADMINISTRATION: CASES AND 
Notes (Accounting for Cost 
Control and Product Decision) * 


This book provides a collection of cases 
for the study of the process of collecting 
and reporting data for use in effective 
planning and control of the internal ac- 
tivities of a firm. The purpose of these 
case materials is to offer the student, 
whether in college or on the job, a means 
of developing and testing his understand- 
ing and use of cost accounting through a 
series of analytical experiences with actual 
business situations. The cases cover a 
variety of internal operating problems as 
they existed in the companies cooperating 
in the case development (Alan Wood 
Steel Company, Crane and Company, 
Inc., and the Raytheon Company, among 
others), and emphasize the breadth and 
the interrelationships of accounting serv- 
ices to management. 

The scope of coverage is designed to 
provide opportunities for the development 
of skills in the determination of the in- 
formational needs of top management and 


in the presentation of the data found to 
be required. Specifically, it includes: (a) 
traditional activities of cost accumulation 
and reporting in job-order and process 
operations, with consideration of actual, 
standard, and direct costing techniques; 
(b) interrelationships of production, in- 
ventory, and cost controls; (c) develop- 
ment and application of budgetary control 
procedures; and (d) design and imple- 
mentation of systems. The latter area 
provides coverage of the management 
service activities of public accounting 
firms and the management implications of 
advances in the field of data processing. 


* Published by Prentice-Hall, Inc., Englewood 
Cliffs, New Jersey. $10.00. 


READINGS IN AUDITING* 


Ed. by James T. Johnson 
and J. Herman Brasseaux 


Seventy-three articles are presented in 
this book which is divided into ten sec- 
tions: Auditing Standards and Their 
Development; Ethics and Professional 
Conduct; Auditor Responsibilities and 
Liability; Reports and Reporting; The 
Internal Auditing Function; The Audit, 
Procedures, and Their Application; The 
Application of Statistical Techniques to 
Auditing; The Auditor and Electronic 
Machine Records; The Auditor and Man- 
agement Advisory Services; and The Pro- 
fession and the Future. Each section is 
preceded by brief editorial comments and 
a supplementary bibliography is included. 


* Published by South-W estern Publishing Co., 
5101 Madison Road, Cincinnati 27, Ohio. $6.75. 


CREDIT MANUAL OF COMMERCIAL 
Laws, 1961* 


Like its predecessors, the 53rd annual 
edition of this reference work for credit 
and financial executives is designed to 
give the gist of legal enactments affecting 
credit operations. A prefatory Feature 
Section contains articles on such timely 
topics as “State Taxation of Interstate 
Transactions’ and “The Language of 





Automation,” while the opening chapter 
summarizes all new 1960 federal and 
state legislation affecting business. There 
follow 30 more chapters on particular 
categories of legislation currently on the 
books, the whole adding up to 715 pages 
of text. The work is cross-indexed 
chapter contents and by subjects and 
states. 


* Published by the National Association of 
Credit Management, 44 East 23rd Street, Ney 
York 10, N. Y. $12.50. 


PLANNING PRODUCTION, 
INVENTORIES, AND WoRK Force* 


By Charles C. Holt, Franco 
Modigliani, John F. Muth, and 
Herbert A. Simon 


The authors deal with quantitative 
methods—i.e., mathematical formulas— 
for reaching decisions about production 
planning and inventory control. Their 
purpose is to show how mathematical and 
statistical touchstones may be used for 
such improved planning and control, te. 
sulting in decisions of higher quality, 
made with less effort, than is possible 
with prevalent methods of judgment 
based usually on less clearly defined 
standards of what seems reasonable or 
what is to be expected. The processes and 
techniques which their study presents are 
designed to help progressive management 
improve service, decrease costs, and te- 
duce inventories. 


* Published by Prentice-Hall, Inc., Engle. 
wood Cliffs, N. J. $10.00. 





History OF PuBLIC ACCOUNTING 
IN THE UNITED STATES* 


By James Don Edwards 


The writer’s study is believed to be the 
first such history which has been pub- 
lished. He begins it by outlining the Ev- 
ropean background of accountancy; then 
he examines the ways in which, histori- 
cally, the accounting function has been 
defined. The balance of his material— 
that is, the actual story of the progress of 
the profession in the United States—is in 
a chronological rather than a topical ar- 
rangement, and on a national rather than 
a regional scale. A particular effort has 
been made to trace the growth of the ac- 
counting profession, not the development 
of specific accounting theories, and to put 
less emphasis on interpretation of events 
than on the events themselves. 


* Published by the Bureau of Business and 
Economic Research, Graduate School of Busi 
ness Administration, Michigan State Universit), 
East Lansing, Michigan. $6.50. 
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Use BNA’s TAX MANAGEMENT Portfolios 
for 45 days—without obligation 


BNA’s bi-weekly TAX MANAGE- 
MENT Portfolios provide a corporate 
tax administration service custom-tai- 
lored to your needs—thanks to a 
unique subscription plan that permits 
you to choose the Portfolios that 
cover corporate tax topics of conse- 
quence to you. 

Portfolios contain comprehensive, 
topic-by-topic analyses of corporate 
income tax problems, inculding Tax- 
Pattern Outline, Detailed Analysis, 
Bibliography and References, and a 
complete set of Working Papers. 

The Working Papers—perhaps the 
most valuable feature of the service— 
include graphic descriptions of prob- 
lems; computation worksheets; proto- 
type forms; specimen notices to 
shareholders, employees, customers, 
and suppliers; prototype submission 
documents to Internal Revenue Serv- 
ice (including sample requests for 
rulings); filled-in special tax return 
forms; accounting implementation 
documents (with explanations and 
comments); and similar materials. 


Every Portfolio is kept up to date 
by means of change sheets or 
cover-to-cover revisions, whenever 
necessary. Portfolios are compact, 
convenient, easy to use—fit any stand- 
ard file drawer. 

As part of the service, you also re- 
ceive the bi-weekly TAX MANAGE- 
MENT Memorandum, which offers 
the consensus recommendations on 
current corporate tax problems of an 
Advisory Board of active tax prac- 
titioners, attorneys, and accountants. 

Select any seven of the TAX MAN- 
AGEMENT Portfolios listed below. 
Use them for 45 days, without obli- 
gation. If they do not give you the 
corporate tax help you require, return 
all materials—collect. Otherwise we'll 
bill you at the end of the 45-day ap- 
proval period, at the Custom Service 
rates indicated below. (After your 
subscription is entered, you may re- 
quest as many additional Portfolios 
as you desire at $14.50 per Portfolio 
per subscription year.) 


A tax service tailored to your requirements! 





Pern nnn Use this form to request TAX MANAGEMENT for 45 days*=— =" 


O Bad Debts (19) 

O Citizens Working Abroad 
for U. S. Employers (13) 

O) Consolidated Returns— 
Hlections and Filings (21) 

©) Consolidated Returns: 
Preparation and Compu- 
tations (Part I—Uncon- 
solidated Items) (38) 

O) Consolidated Returns: 
Preparation and Compu- 


BEE (E66) (2) Bae 





(Select any seven Portfolios from those listed below) 


The Bureau of National Affairs, Inc. 

1231 24th Street, N.W., Washington 7, D. C. 
BNA Please send me TAX MANAGEMENT on an intro- 

ductory get-acquainted basis for 45 days, without obli- 

gation. I have checked below the seven Portfolios I 

wish to receive immediately, under your Custom Service 


O Accrual of State, Local © Corporate Liquidation © Foreign Income 
and Federal Taxes (24) under Section 337 (18) Sales (5) 

O Accumulated Earnings O) Corporate Liquidations 0 Foreign Operations under 
Tax (35 under Section 333 (58) Sections 367 and 1491 


Corporate Recapitaliza- (57) 
tions (52) 

Corporate Separations (2) 
Corporate Stock 
Redemption (17) 
Declarations and Pay- 
ments of Estimated Tax (1) 
Deferred Compensation 
Arrangements (20) 
Earnings and Profits— 
Dividends (32) 
Depreciation (6) 


Subsidiaries (16) 


BBS. (2) 2). 8 


porations (27) 


Involuntary Conversions 


Licensing and Technical 
Assistance Abroad (44) 
Liquidation of Corporate 


Moving Expenses (3) 
Net Operating Losses (9) 
Net Operating Losses- 
Acquisitions of Loss Cor- 























oO 


O OO 


O 


tations (Part II—Consoli- Equipment Leasing (12) O Partial Liquidation (37) 
dated Items) (38A) Establishing U. S. Busi- 0 Preparation and U ; 
QO Consolidated Returns— ness Operations in Canada Schedule M (31) 
Special Taxes and Tax- (45) © Sales and Leasebacks (36) 
payers (48) O Estate Planning for Cor- 1) Sickness and Disability 
O Corporate Acquisitions (8) porate Executives (11) Benefits (4) 
| NAME 
ORGANIZATION. 
| ADDRESS = 
| ~ CITY ZONE STATE 
I Signed 
le. oie ae 2m Sees see ee Ge ce Se ee eS RT Sen SE hmm 


Plan. I understand that I may return all materials, col- 
lect, within 45 days. Otherwise you may bill me after 
45 days at the rates indicated. 


(Numbers in parentheses are the serial numbers of the Portfolios.) 


State Taxation—Income 
Taxes (10) 

Stock Options (7) 

Tax Effects of Intercorpo- 
rate Transactions (22) 
Transfers to Controlled 
Corporations (54) 

Travel and Entertainment 
Expenses (26-2nd) 


C) Western Hemisphere 


Trade Corporation (30) 


SUBSCRIPTION RATES 


Under the Custom Service 
Plan, subscription rates start 
at $144 per year for seven 
Portfolios (plus 26 issues of 
the bi-weekly TAX MANAGE- 
MENT Memorandum) and in- 
crease by $14.50 for each 
Portfolio subscribed for  be- 
yond seven. Thus, if you sub- 
scribe for eight Portfolios, the 
subscription rate is $158.50 
per year; or nine Portfolios, 
$173 per year; for ten Port- 
folios, $187.50 per year; and 
so on. All Portfolios are kept 
up to date by means of change 
sheets or complete, cover-to- 
cover revisions during the sub- 
scription year. You may ex- 
change up to seven Portfolios 
for up to seven other Port- 
folios on different tax sub- 
jects, without charge, during 
the subscription year. 
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THIS 
ELECTRONIC 
» WORLD 


Computers Join the Billionaires 

Computers and their related elec- 
tronic data-processing devices became 
the United States’ newest billion-dollar 
industry in 1960. What about 1961? The 
industry expects another record year. 
Sales, bolstered by big increases in com- 
ponents and finished products for auto- 
mation, are expected to reach $10.3 
billion. 

On the drawing boards at the end of 
the year were new computer systems 
that eventually will go into the home 
for the first time. The systems will en- 
able a housewife to cook a meal, make 
beds and open and close windows by 
pushing a few buttons. In the near fu- 
ture automatic equipment will handle 
landings and take-offs at airports where 
congestion now makes complete control 
by humans all but impossible. 

The industry is subject to some pit- 
falls, however—one direct and one in- 
direct: (1) The business, rapidly be- 
coming more competitive among U.S. 
manufacturers, is threatened with foreign 
competition—especially from Japan 
which has already expanded beyond 
domestic needs of electronic products 
and is seeking markets elsewhere; and 
(2) computers and their auxiliary de- 
vices have brought on one of the biggest 
problems this country has to face in the 
future—temporary unemployment as a 
result of automation. 

The human element with a present- 
day look at livelihood is beginning to 
be pitted against the technological over- 
all view of world advancement; the 
adjustment will call for the greatest 
cooperation on the part of labor, man- 
agement and government until this 20th 
century version of the ‘Industrial Revo- 
lution,’ the “Industrial Evolution of 
business,” is completed. 











CALCULATOR FLUNKS 560 AND IS FLUNKED IN TURN 


Computers Hold Their Own 


Curiously enough, retrenchments in 
business bite deeper on less expensive 
labor-saving devices such as electric 
typewriters, dictaphones and adding 
machines, than they do on big items 
like computers. Data processing is still 
the rage and current figures indicate 
that computer producers will feel little, 
if any, of the reluctance to order that 
has compressed the sales of more run- 
of-the-mill office equipment. 

In the last six years commercial com- 
puter sales have shot from $10 million 
to $390 million for an annual growth 
rate of about 25 per cent. The minimum 
growth outlook for the next five years 
is cited to be some 15 per cent a year. 
To these figures should be added some 
$700 million worth of computers or- 
dered by the Pentagon last year. 

Computer costs are still high and vol- 
ume has not begun to offset overhead 
cost in production, but the industry has 
got around this by offering to lease its 
equipment rather than sell it outright. 
At this point more than three-quarters 
of all computers in operation are leased. 


IBM Forms Specialist Group 
To Usher in New Computer Era 


The creation of a new technical and 
professional force to lead the way into 
the next computer era was recently an- 
nounced by International Business Ma- 
chines Corporation. The force, initially 
numbering more than 1,000, is expected 
to grow to several thousand within the 
next few years. 

Mathematicians, machine experts and 
industry: specialists compose the new 
data-processing systems engineering or- 
ganization. The objective of the group 
is to assure the best system for all IBM 
machine users and to develop break- 
throughs along a wide front in the 
solution of advanced management and 
scientific problems. 

“Just as the computer has mastered 





A dozen or so undergraduates are back in classes at Kent 
State University in Ohio because the faculty discovered that 
a calculating machine had flipped its digits. 

The machine is fed a perforated card for each course, for 
each student. It calculates a student’s over-all grade for the 


university quarter. 


Over the holidays dismissal notices were sent to 560 of 
the school’s 7,608 students. Some of them couldn’t believe 
they had flunked, and checked with their deans. Ten to 


fifteen won reinstatement. 


Repairs have been made on the machine and thousands of 
cards are being run through again to recalculate the grades. 
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separate, routine accounting functions 
during the past decade, the 1960's wil} 
see it involved in the scientific manage. 
ment of entire businesses and industria| 
complexes,” predicts Gilbert E. Jones, 
president of IBM’s Data Processing 
Division. 

The newly established systems engi. 
neering group will work closely with 
the sales organization as well as with 
current and potential computer users to 
achieve such solutions for them, as wel] 
as for industry as a whole. This group 
will operate throughout the company’s 
Data Processing Division at the head. 
quarters, regional and branch office 
level. A broad range of specialties js 
recognized within the total framework, 
For example, a systems engineer might 
be designated “systems engineer-scien. 
tific,” “systems engineer-process control” 
or “systems engineer-banking.” These 
titles reflect the skills, qualifications, and 
training necessary to develop advanced 
applications, such as process control, for 
a number of industries or an applica. 
tion, such as an optimum food-blending 
operation, for a single industry. 

The elements of systems engineering 
include defining a data processing prob. 
lem, arriving at a solution in the form of 
a concept, specifying the necessary 
equipment to put the concept to work, 
integrating equipment, people and 
procedure into a working system, and 
helping the user to prove out the solu. 
tion in operation. 

In addition to the new group, IBM 
also announced a supporting educa 
tional program offering training in 
depth. Advanced formal courses will be 
given to systems engineers working in 
special fields. The recently opened IBM 
Research Institute provides graduate. 
level studies. The Institute, first of its 
kind, will soon graduate its initial class, 


Lockheed Operates Biggest 
Private Wire System 

A private telephone and wire system 
involving 100,000 miles of lines, leased 
from 15 major American telephone 
companies, went into operation recently 
linking 65 Lockheed Aircraft Corpora 
tion plants and offices across the cout 
try. Direct wires connect headquartets 
in Burbank, California, with all dive 
sions, subsidiaries, branch offices and 
affiliates. 

The integration over the last Il 
months of private lines leased by Lock 
heed since World War II not only 
speeds voice conversation but also pet 
mits transmission of data from com 
puters and other business machines 
from one installation to another it 
stantaneously. This will mean substam 
tial cost savings, according to the com 
pany, which produces missiles, space 
vehicles and a wide variety of electronic 
equipment. 
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SL Louis, Mo. 


On November 22, 1960, members of 
the St. Louis Control of Controllers In- 
stitute of America celebrated the Control’s 
25th anniversary at a dinner held at the 
Hotel Statler. Total attendance was 63 
comprising 48 members and 15 guests. 
Former Control presidents attending were: 
Clarence V. Burns, Henry F. Chadeayne, 
Charles E. Ehrhardt, Grant F. Goddard, 
Harry F. Harrington, Joseph C. Huehn, 
Paul L. Jacoby, William J. Matthews, Jr., 
Warren P. Metz, George A. Ober, Morgan 
I. Pitcher, R. Dale White, and Earl J. 
Wipfler. 

(TOP LEFT) 

At the head table were Control Presi- 
dent Louis J. Meiners (center) flanked by 
Paul Haase, managing director of the In- 
stitute (/eft), CIA President Frank S. 
Capon (right), and St. Louis Control 
members and officers: James A. McCol- 
lum, secretary-treasurer, William J. Banks 
and Joseph H. Cinnater, vice presidents, 
and William E, Gallagher who served as 
chairman of the affair. 


CENTER LEFT) 
An informal shot of the cocktail hour 
that preceded the anniversary dinner. 


(BELOW) 

Paul Haase (/eft) reviewing the history 
of Controllers Institute from its founding 
in 1931 with 30 charter members to 1960 
when it is international with 53 Controls 
(five of which are outside the United 
States) and a membership of 5,245 mem- 
bers. Mr. Capon (right) gave an interesting 
talk on the controller's responsibility for 
preserving the free capitalistic system and 
the role the Institute hopes to play in de- 
fending the system throughout the world. 
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Lf LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


New York, N. Y. 
(TOP LEFT) 


Continuing the practice of the last sey. 
eral years, the presidents and executive 
directors of five national accounting or. 
ganizations met on January 13 to discuss 
programs, activities and common goals, 
Under the principle of rotating Sponsor. 
ship, the American Accounting Associa. 
tion was the host at this meeting. Around 
the table (clockwise beginning at the upper 
left) are: John L. Carey, executive director, 
American Institute of Certified Public 
Accountants; Arthur B. Gunnarson, sec. 
retary, National Association of Account: 
ants; George A. Hewitt, president, Na. 
tional Association of Accountants; Frank 


S. Capon, president, Controllers Institute 


of America; Paul Walgenbach, secretary, 
American Accounting Association; A, B, 
Carson, president, American Accounting 
Association; Louis H. Pilie, president, 
American Institute of Certified Public Ac- 
countants ; Paul Haase, managing director, 
Controllers Institute of America; Brad- 
ford Cadmus, managing director, Institute 
of Internal Auditors; and C. A. Nagle, 
president, Institute of Internal Auditors. 


(CENTER LEFT) 


At a recent meeting, Dr. Michael Schiff 
(second from the left), author of the 
forthcoming book, The Controller and 
Marketing Management, conferred with 
L. C. Guest, Jr. and W. Joseph Littlefield 


(left and extreme right), respectively F 


president and research director of Con- 
trollers Institute Research Foundation, and 
with Arthur L. Boschen, head of the In- 
stitute’s advisory panel on marketing. The 
Foundation will publish Dr. Schiff's book 
some time in 1961. 


Chicago, Ul. 
(LOWER LEFT) 


A luncheon honoring Thomas W. Bry: 
ant and Charles Z. Meyer, both of Chi 
cago, was held in the Union League Club 
recently, following announcement of theit 
retirement. Mr. Bryant, who held the 


position of general controller of the § 


Cuneo Press, Inc., is now serving as 4 
consultant to the company and will shortly 
announce other plans for retirement ac 
tivity. Mr. Meyer, previously senior vice 
president and comptroller of the First Ne 
tional Bank of Chicago, is now serving 4 


chairman of the board of the Upp! § 











94 















7" 
ca 
busif 
a fol 
ment 
Revie 
B. R. 
of th 
Whit 
polic 
ness 
ment 
when 
of di 

Nc 
is m 
there 
older 
notes 
in hi 
that | 
to gu 
tirem 
good 
recrir 
Bossi} 


tirem 
comn 
years 
dents 
For | 
ment 
more 
strug, 
throu 
direct 

Mz 
point 
in fac 
the “ 


THE C 









ERA 


ast sey. 
<ecutive 
ing Or- 
discuss 
| goals, 
ponsor. 
Associa- 
A round 
e upper 
irector, 
Public 
N, sec- 
ccount- 
it, Na- 
- Frank 
nstitute 
cretary, 
Ae 
unting 
»sident, 
lic Ac- 
irector, 

Brad- 
1stitute 
Nagle, 
iditors. 


| Schiff 
of the 
or and 
1 with 
tlefield 
ctively 
* Con- 
n, and 
he In- 


g. The | 


s book 


y m Bry- 
f Chi- 
> Club 


f their § 
d the F 
f the § 


as a 
hortly 
nt ac- 
r vice 
st Na- 
ing as 


Upper 












THE CONTROLLER * FEBRUARY, 1961 


Avenue National Bank, Chicago. Mr. 
Bryant is a past president of the Chicago 
Control of Controllers Institute and a past 
Institute director. Mr. Meyer, also a past 
resident of the Chicago Control, was In- 
stitute president, 1951-52. 

The luncheon was arranged by James L. 
Peirce (seated center in the background). 
Mr. Peirce, president of Controllers In- 
stitute, 1957-58, and a past president of 
the Chicago Control, is vice president-fi- 
nance of A. B. Dick Company, Chicago. 

Those present at the luncheon included 
past presidents of the Chicago Control, as 
well as past Institute presidents resident 
in Chicago. They are (from left fore- 
ground) Raymond R. Giesecke, E. W. 
Burbott, Frank J. Ellis, Herman W. Stein, 
C. E. Jarchow, Gordon B. Rockafellow, 
Mr. Meyer, Mr. Peirce, Mr. Bryant, T. P. 
Carley, L. B. Buchanan, J. W. D. Wright, 
G. B. Whitfield, Paul Haase, managing 
director of Controllers Institute, C. F. 
Axelson and A. J. Hoefer, current presi- 
dent of the Chicago Control. 





Indianapolis, Ind. 


Frederick M. Hadley, 53, executive 
vice-president of Eli Lilly & Co., has re- 
tired to become vice president of Wabash 
College in Crawfordsville, Ind. 

Mr. Hadley 
said, ‘‘I have 
long been deeply 
interested in the 
field of educa- 
tion. I feel that 
to wait until age 
65 to start a new 
career would be 
to delay too 
long.” 

Mr. Hadley 
became eligible 
for early retire- 
ment under Lilly’s pension plan in August 
1960. He will take charge of Wabash 
College’s personal development program 
for young executives and the school’s ten- 
year $20 million development program. 





MR. HADLEY 





“Compulsory Retirement a Must,” says Randall 


HE MAN President Eisenhower recently 
Teatted “the most ‘unretired’ retired 
business man” in his administration offers 
a rousing defense of compulsory retire- 
ment in the December issue of Dyun’s 
Review and Modern Industry. Clarence 
B. Randall, former chairman of the board 
of the Inland Steel Company and a special 
White House advisor on foreign economic 
policy, warned readers of the D&B busi- 
ness Magazine against ‘‘selective’’ retire- 
ment, ‘the choosing of some to stay on 
when others are handed the gold watch 
of dismissal.’ 

No matter how scientifically the choice 
is made, without compulsory retirement 
there is always dissension about which 
older men should be eased out. Randall 
notes in “The Myth of Retirement,” latest 
in his “Folklore of Management”’ series, 
that “the youngsters think they all ought 
to quit. Those who are approaching re- 
tirement themselves think they all look 
good.” The door is open to “a flood of 
fecriminations, rumors, and backstage 
gossip about the injustice done.” 

Whatever age set for compulsory re- 
tirement—and Randall thinks today’s 
common limit of 65 may be revised in 
years to come—he believes company presi- 
dents should be no exception to the rule. 
For board members he suggests a retire- 
ment age of 72: “Nothing,” he writes, “is 
More embarrassing or pathetic than the 
struggle some corporations have to go 
through in trying to lose rich but senile 
directors.” 

Many men at 65, 70, or 80, Randall 
Points out, “look young, act young, and 
in fact are young.” They are penalized by 
the ‘stigma of unfitness” retirement too 


often carries. Wives and children, as well 
as the general public, he states, must be 
made to realize retirement at a set age 
“has nothing whatever to do with the 
physical fitness or mental alertness of the 


individual concerned. . . . It should never 
be thought of as a life sentence to inac- 
tivity.” 


The man who can find nothing to oc- 
cupy his mind in later life “has probably 
not brought a new idea to his job in 20 
years . . . his self-starter has obviously 
long since ceased to function . . . his 
friends tell him he should take up a 
hobby,” a word which Randall considers 
“Joathesome.”’ 

Instead, he urges the retired executive 
to “select the activity which excites him 
most,” working either full or part-time 
as he pleases. Some men will earn more 
than they did in their regular jobs. For 
others, there is “the deep satisfaction of 
doing a job just because it needs to be 
done. At every level of society, the world 
cries out for men who will dedicate them- 
selves to the public good. Our way of life 
is in peril.” . . . “How,” asks the former 
steel executive, ‘can a man who has 
reaped its benefits do better than to work 
for its preservation?” 


RELATED READING: ee 


Two books with many pointers on the 
new phases of daily living after retire- 
ment are Some Observations on Executive 
Retirement by Harold R. Hall and Re- 
tirement: A New Outlook for the Indi- 
vidual by Gifford R. Hart. Articles on 
retirement activities published in THE 
CONTROLLER have been made into a com- 
bined reprint. (See ad on page 104.) 




















A new approach 


to Budgeting 


Now available, our latest 
of the 


Cost 


version Marginal 


Income System —— 
the engineered approach 
based on 


to cost control 


designing and installing 
the finest cost and budg- 
eting systems in America 


and England. 


Write for information 


McCORMICK & CO. 


CONSULTING ENGINEERS 


PARK BUILDING, YONKERS,N. Y. 
YOnkers 8-7600 















The scope of 


APPRAISAL SERVICE 


*Property, cost and 
general accounting 


Appraisals for property ledger 


records . . . depreciation and ob- 
solescence studies . . . fixed asset 
accounts . . . intangible property 


valuations, good-will, trademarks, 
patents . . . continuous and up-to- 
date property records. 

In addition, Lloyd-Thomas ap- 
praisals meet all valuation needs 
for insurance, corporation finance, 
property records. 

For complete information, write 


Dept. CON. 


THE LLOYD -THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, IIl. 


Representatives Coast to Coast 
First for Factual Appraisals Since 1910 


Be 





Remedial Proposals on Depreciation Rules 


On October 24, 1960, James K. Polk, partner in Whit- 
man, Ransom & Coulson, New York, addressed the 29th 
Annual International Conference of Controllers Institute of 
America on the subject of Depreciation. The following 
points constituted the gist of Mr. Polk’s speech before that 


audience: 


T CAN be confidently predicted that the 
| depreciation allowance is going to be 
changed, liberalized, and revised to prop- 
etly equate true costs and receipts. The 
new depreciation provisions will seek to 
do away with the present maze of admin- 
istrative hurdles, blocks, and restrictions. 
These tax law changes are the next order 
of business in Congress. 

There have been many studies of the 
principal categories of remedial proposals. 
It is clear that there is no single solution 
to the exclusion of all others. The Con- 
gress may well adopt a combination of 
medicines rather than a single-ingredient 
remedy. 


PRICE LEVEL CHANGES 

The first proposal is for a basis price 
level adjustment and it is inherently 
simple. This recommendation proposes 
that the cost (or basis) by vintages be 
restated to present values by application 
of a Treasury-prescribed index reflecting 





deposits or no. 





"Are deposits the only answer 2" 


Important — yes. But not only. 

We honestly feel that there are any number of valuable services that 
a broker might render a banker. Any number of other services that 
might prompt a banker to do business with a particular broker — 


For example, here at Merrill Lynch we’re equipped to — 
Supply current quotes, specific security prices for particular dates 
in the past, or detailed portfolio evaluations for estate purposes . . . 
Take legal transfers completely off your hands... 


Furnish all sorts of reports on business in general—on individual 
industries and companies—on stocks, bonds, and commodities... 


Cue your representatives on local business developments through 
125 offices from coast-to-coast . . . 
Offer these facilities without service charge or obligation to any 
banker who feels they might help. 
With deposits, or without, if these services make sense to you, we'll 
be happy to arrange an exploratory meeting—at your convenience. 
Simply address your letter, in confidence of course, to — 


ALLAN D. GULLIVER, Vice President 
Bank Relations Department 


Merrill Lynch, Pierce, Fenner & Smith Inc. 


Members N.Y. Stock Exchange and other principal Stock and Commodity Exchanges 
70 PINE STREET, NEW YORK 5, N. Y. 
138 offices in U.S., Canada and abroad 


Total assets in excess of $600,000,000 











price level changes to vintage cost (or 
basis) ; that prior depreciation allowances 
(however computed) be deducted there. 
from, and that the balance be spread over 
the remaining lives under whatever Sys- 
tem the taxpayer consistently adopts. The 
amount allocable to the current year 
would be that year’s depreciation 4- 
lowance. 


THE CANADIAN SYSTEM 


The second general proposal is pat. 
terned after the Canadian system. It 
contemplates grouping all a Bg 
property into relatively few brackets, 
Each bracket would be assigned minimum 
and maximum lives which would be 
shorter than the present bulletin of lives. 
Property in a bracket could be depreciated 
over any span within the minimum and 
maximum assigned to the bracket in 
which the asset falls. Such a system elimi- 
nates the administrative horrors of life 
estimates. From all that can be learned, 
it has worked out well in Canada. 


WRITE-OFF PERIODS 


A third proposal is the adoption of 
statutorily designated short-term write-off 
periods. If the write-off periods are short 
enough, the economic aims are achieved, 
and, of course, with fixed periods the 
administrative problems inherent in life 
estimate methods are obviated. Thus two 
objectives of depreciation revisions are 
attained. This approach is really an ex- 
tension of the feanilias five-year acceler- 
ated amortization techniques which were 
successfully used in World Wars I and Il 
and in the Korean action. 


LARGER ALLOWANCE 


A fourth method might be to provide 
a significant initial allowance deduction. 
As it now stands, section 179 is a classic 
example of “‘too little and too late.” Ii 
the principle is sound and small business 
is aided to a small extent by the initial al- 
lowance provision, it would seem that 
both a small business and a bigger busi- 
ness will be aided all the more by a larger 
allowance. 





SPACE PLANNERS 
INTERIOR DESIGNERS 


Expert Space 

Planning Means € 
Efficient and Ss 
Economical a INC. 
Office Operation 








|__ 53 Park PI., New York 7, N. Y., WOrth 2-6080— 
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THE EAVESDROPPER 


“. and we have the facilities to perform up to 8 major operations simultaneously” 


Honeywell 800 intrigues people who know something about the boundless problems (and opportunities) in 
business data processing today. This is mostly because only Honeywell 800 can do up to 8 jobs at once — 
without costly, complicated programming. 

lf your company is thinking hard about EDP, think about Honeywell 800. 


To get some honest-to-goodness help with this toughest of decisions, Honeywell 


just phone or write Honeywell, Electronic Data Processing Division, 


Wellesley Hills 81, Massachusetts ; or Elustiouie Data. Prscessing 


Honeywell Controls Ltd., Toronto 17, Ontario. 








The ONLY Book 
of Its Kind 


CUT COSTS 
with 
PAPERWORK 
MANAGEMENT 


Here are the techniques, forms, 
procedures—even job descriptions 
—needed to control and reduce 
paperwork costs in any organiza- 
tion—large or small. Not only 
“what” and “why’—but “HOW!” 
No experts needed. Any practical 
person with experience in office 
routines can do the job with this 
book as a guide. Instructive and 
interesting to read—not written in 
repelling encyclopedia or textbook 
style. If you remember H. John 
Ross’ other books (Technique of 
Systems & Procedures, How to 
Make a Procedure Manual, IDP 
for Every Office), youll know 
what we mean. More than 300 
large pages 814” x 11”. Over 100 
illustrations mostly full-size. Look 
at these chapters: 


1. What, Why and How of Records 
Management. 2. How to Start a Records 
Management Program. 3. Records Re- 
tention Techniques. 4. Records Centers, 
How to Establish and Operate. 5. Pro- 
tection of Vital Records. 6. Files Man- 
agement, Paperwork. 7. Files Manage- 
ment, Equipment. 8. Forms Management. 
9. Correspondence Management. 10. 
Reports Management. 11. Procedures 
Management. 


Take advantage of low pre-publication price 


SPECIAL PRE-PUBLICATION OFFER: Send 
check now for only $17 to reserve your 
copy of PAPERWORK MANAGEMENT 
by H. John Ross, postage and packing 
free. After March 15, the price will be 
$20. You save $3 by ordering now! Sat- 
isfaction guaranteed or money back 
within 10 days after delivery. 


OFFICE RESEARCH INSTITUTE 


Box 744A, South Miami 43, Florida 


98 








a@ 


| Research Has Many Faces 


Higher education for future business 
leaders is not the only work of college 
professors these days. Business problems 


| increasingly invade the campus to be 


solved by substantial grants of money 
from associations seeking to clarify pat- 
terns for groups of companies while 
government gives to and receives ad- 
vice and money from Foundations and 
universities, Four recent examples are 
found in these announcements: 

The Maritime Administration states 
that four universities have been en- 
gaged to find ways of making better 


_merchant ships. A grant of $50,000 
| will be given this year to each of these 


institutions: University of California, 


| for study on ship structure; University 
| of Michigan, propulsion; Massachusetts 


Institute of Technology, sea-going qual- 
ities; and Stevens Institute of Technol- 
ogy, control and maneuverability. 

The aim is to improve the merchant 
marine’s earning power by finding ways 
to design more efficient and more com- 


| petitive ships. Vice-Adm. Ralph E. Wil- 
' son, Maritime Administrator, said this 


could curb rises in the cost of merchant 
marine subsidy programs. 
e 

A second example entails seminars 
launched by PMI (Plywood Manufac- 
turers’ Institute) to the tune of $70,000 
raised from producers in the industry. 
Key executives, representing 125 mills 
accounting for 80 per cent of the na- 
tion’s softwood plywood production, 
were called together in Portland, Ore- 
gon, to consider and combat the indus- 
try’s past failures in equating supply 
and demand for its products. This meet- 
ing resulted in the promotion of mar- 
keting workshops and seminars for 
smaller groups in five West Coast cities 
from Tacoma, Washington, south to 
San Francisco, California. 

Under the heading of “Seven Pillars 
of Wisdom for an Orderly Marketing 
System for Douglas Fir Plywood,” the 
seminars were taught by Dr. N. H. En- 


| gle, a University of Washington eco- 


nomics and marketing professor, with 
a broad experience of government work 
and private consulting. Assisting him 
were two professors from other col- 
leges. 

Subjects ranged through market sta- 


| tistics, advertising and promotion, pro- 


oteA 


duction control, storage, selecting proper 
marketing channels, price policy and 
discount policy. 

There is talk in the Pacific North. 
west of making these seminars, started 
on a temporary basis, a permanent part 
of the plywood industry's marketing 
efforts. Other industries could take 
leaf from this notebook with advantage, 

e 


On a different tack is the use of a $8 
million research grant from the Ford 
Foundation to the Council of Library 
Resources, Washington, D. C. The 
Council will use part of the grant to 
study photographic and electronic tech. 
niques to cope with the deluge of pub- 
lications resulting from accelerated te. 
search. The Council also will seek to 
develop improved methods of storing 
and retrieving information in large re. 
search libraries. 

e 

Over the border, research took a dif- 
ferent twist. In Montreal three Cana. 
dian companies formed a company to 
undertake joint research. The multimil- 
lion-dollar project would encourage Ca- 
nadian university students to remain in 
Canada instead of migrating to other 
countries where there were better ca- 
reer opportunities. 

The three companies are Dominion 
Tar and Chemical Company, Ltd., St. 


Lawrence Corporation, Ltd., and How. | 


ard Smith Paper Mills, Ltd. The facili- 
ties will be completed in 1962 but the 
companies did not reveal where the 
laboratory would be located. 


Vending Machine Firms 
Survey New Horizons 

No doubt we are getting ready for 
the robot men to shop in a robot man- 
ner! The present-day coin-fed machines 
are doing away with the clerk by being 
able to retail almost everything from 


ice cubes and hardware to race track | 


bets and phonograph records. These 
versatile models from an_ industry, 
which was not too long ago limited 
pretty much to chewing gum, candy 
and cigarettes, are just an indication of 
how far the automatic vending trade 
(something to be reckoned with if one 
is planning market research) has come 
in even the last five years. Units can 


change currency as well as coins and | 


can distinguish a good $5.00 bill froma 
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phony single, a feat some humans are 
not too proficient in on occasion! Lest 
one thinks this makes unemployment 
for clerks—it makes employment for 
those who have to fill the machines in 
the first place. 


Lack of Data on Mergers 


A study made by the National Indus- 
trial Conference Board found there was 
a notable lack of data on what mergers 
are taking place and how they affect the 
country. In fact, NICB said, figures are 
based on notices of mergers appearing 
in the standard financial sources and 
not on any official reporting program 
leading to a hazy picture of the current 
merger movement. 

The Board also states that only two 


per cent of the mergers and acquisitions | 


nation’s 300 largest 
manufacturers in 1958-59 had been 
challenged by the Federal Government 
as of March 1960. The Clayton Act en- 
forcement has focused, not on the size 
of the companies involved, but on the 
market effects of the merger or acqui- 
sition. Backing this up, the study noted 
that of the 43 merger suits instituted 
against manufacturing companies be- 
tween the end of 1950 and March 1960, 
more than one third concerned firms 
ranking below the 300 largest. The pic- 
ture is much the same for distributors, 
it said. 


made among the 


Record Collection of State Taxes 


Efforts by state lawmakers to meet 
rising obligations resulted in an extra 
$2 billion of tax revenue for the year 
1960. Total collections increased in 
every state. The new all-time peak of 
more than $18 billion in total state tax 
collections amounted to an average per 
capita state tax burden of $101.72 for 
every man, woman and child in the na- 
tion. 

According to Commerce Clearing 
House in its State Tax Review, the ma- 
jor categories from which income was 
derived were: 


State income taxes a 23 per cent in- 
crease to a record $3.4 billion; 

Sales tax collections soared 16 per cent 
to an all-time high of $4.3 billion; 

Gasoline taxes were up 9 per cent to 
$3.3 billion. 


These three accounted for 61 per cent 
of the total state tax take. 

Tax legislation concentrated mostly 
on obtaining more revenue from exist- 
ing taxes rather than enactment of new 
taxes. In some cases this was accom- 
plished by reducing personal exemption 
thus creating an indirect tax increase. 
Some states picked up extra revenue by 
adopting for the first time methods suc- 
cessfully used in other states. 
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U. S. Tax Collection for 1960 
Largest Total Ever Recorded 


Federal tax collections reached more 
than $91 billion for the fiscal year 
ended June 30, 1960, the largest ever 
recorded, according to Commerce Clear- 
ing House, national reporting authority 
on tax and business law, in its annual 
Federal Tax Review. The huge total 
amounted to an unprecedented peace- 
time increase of $12 billion, exceeded 
in only two other years, 1944 and 1951, 
when tax boosts brought somewhat 
larger gains in collections. There were 
no income tax boosts in 1960. 

The federal per capita tax burden 
rose to an average of $508.37, an in- 


How to EXPAND 
Clerical Controls 





Without EXPENDING 





for 
Extra Facilities 





STATISTICAL 


TABULATING CORPORATION 


Established 1933 
TABULATING - COMPUTING - CALCULATING 


TYPING - 


CHICAGO - NEW YORK 





TEMPORARY OFFICE PERSONNEL 


+ ST.LOUIS - NEWARK - 


crease of $57.80 per person during the 
year. The 1960 record tax collection 
more than doubled the tax take of ten 
years ago, and was nearly 17 times as 
great as the 1920 collection 40 years 
ago. 


Funds Given by Industry to 
Independent Colleges on the Rise 

Business and industry gave $9,679,556 
last year to the Independent College 
Funds of America, Inc., against contri- 
butions totalling $8,804,446 in 1959. 
Since 1947, when the state association 
movement began in Indiana, a total of 
$50,298,277 has been contributed by 
business and industry. 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater economies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 

Computer Service 

Sales Analysis 

Inventories 

Accounts Receivable and Payable 

General Accounting 

Production Planning 

Payroll 

* Insurance Accounting 

* Association Statistics 

* Market Research Tabulations 


+ + + HH OF 











Write or phone for full details 


General Offices: 

53 West Jackson Blvd. 
Chicago 4, Illinois 
Phone: HArrison 7-4500 


CLEVELAND - LOS ANGELES - VAN NUYS 


KANSAS CITY - SAN FRANCISCO - SAN JOSE - PALO ALTO - MILWAUKEE - PHILADELPHIA - DALLAS 
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Record Papers 


assures 


“The quality 
which has 
earned its 
reputation” 


L.L. BROWN 


PAPER COMPANY 


Adams: 


Massachusetts 









TOP MEN... 


Louis R. Menagh, Jr. was elected presi- 
dent of the Prudential Insurance Company 
of America, Newark, N. J. He joined the 
company in 1914, was elected vice presi- 
dent and comptroller in 1947 and execu- 
tive vice president in 1957....R. S. 
Moxley recently became president of Va- 





MR. MENAGH 





MR. DEMMERLY 


nette Hosiery Mills, Dallas, Texas. Mr. 
Moxley joined Vanette in 1960 as execu- 
tive vice president. . . . James W. Shields 
is now president of his company, Judd & 
Detweiler, Inc., Washington, D. C. He 
joined the company in 1937 and rose 
from the ranks to the presidency. Mr. 
Shields is a past president of the District 
of Columbia Control of Controllers In- 
stitute. . . . Harry F. Harrington was 
elected chairman of the Boatmen’s Na- 
tional Bank of St. Louis, Mo. He con- 
tinues as president and chief executive of- 
ficer. 


NEW CONNECTIONS... 


Frank R. Demmerly has joined the Yale 
& Towne Manufacturing Company, New 
York, as corporate controller. . . . Wil- 
liam J. Edmonds is now vice president and 


MR. SHIELDS 





MR. ERDMANN 





director of Chace Whiteside & Winslow. 
New York... . The appointment of 
Henry C. Merriam as comptroller of Peter 
Bent Brigham Hospital, Boston, Mass, 
was announced recently. . . . Thomas J. 
Rowe was recently named vice president 
and treasurer of Glen Alden Corp., New 
York. 








MR. ROWE 








MR. FREER 


ADDITIONAL DUTIES .. . 


The election of Charles A. Erdmann as 
vice president and controller of Parke 





Davis & Company, Detroit, Mich., was F 
announced recently. . . . George M. Feiel R 
is now vice president and controller of fc 
Republic Steel Corporation, Cleveland, D 
Ohio. . . . Public Service Electric & Gas tl 


Co., Newark, N. J., has elected Frank 
Freer, Jr. vice president and comptroller. 
...R. W. Garbe is now serving as 
comptroller and secretary of Hart Schaffner 
& Marx, Chicago, III. 

Walter S. Holmes, Jr. is vice president 
and controller of CIT Financial Corp., 
New York. . . . Sidney H. McManus has FF 
assumed the responsibilities of vice presi- [7 
dent and comptroller of Sinclair Oil Cor- 
poration, New York. . . . The appoint: 
(Continued on page 102) 
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ELECTRONIC DATA PROCESSING SYSTEM 


For businesses with moderate data processing volume, the 
RCA 301 offers advanced electronic performance hereto- 
fore found only in much larger systems . . . at the lowest 
price for any complete EDP system presently on 
the market. 


The ‘big system” features of the RCA 301 include: 


@ DATA STORAGE OPTION: magnetic tape or new 
Data Record File discs that may be switched easily 
for different jobs. 


@ HIGH VERSATILITY: paper tape (option of 3 speeds), 
magnetic tape (option of 2 speeds), and punched 
card input/output; plus expandable memory. 


@ GREATEST CAPACITY: among the fastest and larg- 
est core memories in its price class—7 micro- 
seconds access time; variable word length. 


... Very small in cost ! 






@ FULL SPEED: reads 600 cards per minute; prints 
600 lines per minute. 


@ SIMULTANEITY OPTION: optional computing si- 
multaneous with input/output permits large in- 
crease in WorkPower. 


@ LOWER SITE PREPARATION COST: less stringent 
air conditioning requirements; simpler installation. 


The RCA 301 may be used as a complete data processing 
system by itself, or as an auxiliary to the larger RCA 501 
and 601 systems. And, like all RCA Electronic Data 
Processing Systems, the RCA 301 can be tremendously 
expanded to handle your future needs. To the basic 
system, which leases for as little as $3,315 per month, 
may be added a wide range of peripheral equipment to 
enlarge and enhance the value of the RCA 301 as your 
business grows. 

For full information, write Electronic Data Processing 

Division, Radio Corporation of America, Camden 2, N. J. 


The Most Trusted Name in Electronics 
RADIO CORPORATION OF AMERICA 














MR. PUGH 


ment of Andrew B. Pugh as vice president 
and controller of Bankers Commercial 
Corporation, New York, was announced 
recently. 


PROMOTIONS ... 

Stacy L. Angle recently became senior 
vice president of Minneapolis-Moline 
Company, Hopkins, Minn. . . . The ap- 
pointment of Frederick W. Bardusch as 
vice president and loan review officer of 
the Chase Manhattan Bank, New York, 





ACCOUNTANT—ADMINISTRATOR 

A major New York City bank is seeking a man 
with broad accounting experience for a supervi- 
sory and administrative position. In addition to 
good salary, there will be cash profit sharing and 
other liberal benefits. A background of public ac 
counting and some industrial experience of a su- 
pervisory nature is most desirable. Write us in 
confidence to Box D2484, The Controller, 2 Park 
Avenue, New York 16, N. Y. 





FOR 

°¢ Tax 

Accounting 

Insurance 

Property Ledger Tie-in 
Remaining Life Estimate 
Capital and Expense 
Distribution Analyses 
Verification of Additions, 
Retirements and Transfers 
¢ Cost Allocations 
Depreciation Studies 

¢ Economic Surveys 

¢ Replacement Reserves 
Proof of Loss 


Send for free brochure 
“THE PURPOSES OF APPRAISALS” 
—Dept. 439 


STANDARD 
APPRAISAL 
COMPANY 


ESTABLISHED 1906 
DIVISION OF 


MARSHALL and STEVENS 


INCORPORATED 


6 CHURCH ST., NEW YORK, N.Y. 
CORTLANDT 7-4493 


MR. INGRAM 


MR. KELLEY 


occurred recently. . . . Robert G. Brandely 
was made vice president and controller of 
the East New York Savings Bank, Brook- 


lyn, N. Y. ... A. A. Borg was named 
vice president-finance of Walgreen Drug 
Stores, Chicago, Ill. . . . Albert E. Car- 


penter was elected vice president-finance 
of United Fruit Company, Boston, Mass. 

Ben C. Carter was elected executive vice 
president-finance of Food Machinery & 
Chemical Corp., New York. . . . James 
F. Flynn has become special assistant to 
the chairman of Commercial Credit Com- 
pany, Baltimore, Md. . . . Willard Gor- 
such has been elected vice president of 
Dole Corporation, Honolulu, Hawaii, and 
will head the new Corporation Develop- 
ment Division of the company. . . . Ray- 
theon Company, Waltham, Mass., has 
named George Ingram, Jr. its vice presi- 
dent-finance and chief financial officer. 

E. W. Kelley has assumed the responsi- 
bility of general manager of the Birds 
Eye Division of General Foods Corpora- 
tion, White Plains, N. Y. Mr. Kelley is 
a past president of the Kansas City Con- 
trol of Controllers Institute. . . . Cromp- 
ton & Knowles Corporation, Worcester, 
Mass., has appointed William J. McLaugh- 
lin comptroller. . . . Frederick J. Otter- 
bein recently became vice president-fi- 
nancial administration, Birds Eye Division 
of General Foods Corporation, White 
Plains, N. Y. . . . F. W. Peterson is vice 
president and controller of South Brook- 
lyn Savings Bank, Brooklyn, N. YY... . 
J. S. Shaw, Jr. recently became vice presi- 
dent-finance of the Southern Natural Gas 
Company, Birmingham, Ala. 

George Griswold was elected vice pres- 
ident-finance of the South American 
Steamship Co., New York. . . . John B. 
Tuthill recently became vice president-fi- 
nance of Collins Radio Co., Cedar Rapids, 


MR. McLAUGHLIN 





MR. CLARK 


MR. OTTERBEIN 





MR. HOUSTON 


Iowa. . . . John M. Wolf is now treas- 
urer of Bell Intercontinental Corporation, 
South Bend, Ind. 


COMPANY CHANGES ... 


Logan Monroe has become administra. 
tive vice president of Eaton Manufactur- 
ing Company, Cleveland, Ohio. Hugh Mc- 
Kibbin succeeds him as controller. . . 
Edward W. Clark was elected vice presi- 
dent of DeLaval Steam Turbine Company, 
Trenton, N. J., to head a new Administra- 
tive Services Division. B. O. Houston suc- 
ceeds him as controller. . . . Ford Motor 
Company, Detroit, Mich., recently an- 
nounced the following corporate changes: 
Arjay R. Miller becomes vice president-f- 
nance; Richard L. Johnson becomes treas- 
urer and J. E. Lundy vice president and 
controller. 


EXTRACURRICULAR ACTIVITIES .. . 


In addition to his duties as certified 
public accountant, George L. Sheppard is 
a member of the faculty of the Arizona 
State University, Phoenix, Ariz. . . . Rob- 
ert D. Twohig, vice president and treasurer 
of Skinner Precision Industries, Inc., New 
Britain, Conn., will be co-chairman of the 
1961 fund campaign of the New Britain 
Heart Association. 


SPEAKERS... 


Among the speakers at the American 
Management Association’s seminar on 
Data Processing, held January 23-27 at 
the Hotel Astor, New York, was James 
P. Moore, Jr., vice president and control- 
ler, Mutual Benefit Life Insurance Co., 
Newark, N. J. . . . Robert W. Holmes, 
group controller of Raytheon Company, 
Waltham, Mass., was a guest speaker at 
the Harvard Business School recently. 


MR. WOLF 






















THE CONTROLLER * FEBRUARY, 1961 














Co: 


AN I 
a 
panies 
term 


tiousl} 
woulc 


PRESII 

The 
emerg 
Indusi 
ion. 1 
Brads! 
poll o 
almos' 
two tl 
alread 
launch 

As. 
the ¢ 
scornf 
cuttin; 


| absenc 


of the 
salary 
down 
techni 


F nent h 


| COST- 


Pro 
corpor 


| Panel, 


tration 
and re 


| compa 


favorit 
a New 
must t 
partme 
Exp 
cutting 
anew. 
mand 
first c 
busine: 
ments 
tighter 
nue Se 
cutting 
at out- 
nars, ¢ 
ings. 
Pres 
cost-cu 
velop 
to cost 
compat 
search 


one pri 
“the a 

The 
head 
average 
size the 
mal cos 


THE CO! 






treas- 
ation, 


istra- 
actur- 


r Mc- 


presi- 
pany, 
istra- 
) suc: 
Aotor 
. ape 
nges: 
nt-fi- 
treas- 

and 


tified 
ird is 
zona 
Rob- 
surer 
New 
f the 
‘itain 


rican 

on 
7 at 
mes 
trol- 


mes, 
any, 
rat 














§ PROFITS SAG, the formal cost-cutting 
A program is mushrooming. Most com- 
anies are gunning for significant, long- 
term results—but they are moving cau- 
tiously, wary of ‘‘dramatic’’ savings that 
would injure future growth. 


PRESIDENTS’ PANEL OPINIONS 

These are among the key findings that 
emerge from a Dun’'s Review and M odern 
Industry survey of top management opin- 
ion. The January 1961 issue of the Dun & 
Bradstreet business magazine reports a 
poll of its Presidents’ Panel, composed of 
almost 200 corporate leaders, indicates 
two thirds of the Panel companies have 
already launched, or are planning to 


| launch, formal cost-cutting programs. 


As quoted in ‘Top Management Faces 
the Cost Challenge,’ Panel members 
scornfully reject some traditional cost- 
cutting techniques as short-sighted. In the 
absence of genuine disaster, 88 per cent 
of the presidents surveyed reject general 
salary cuts, and 66 per cent turn thumbs 
down on wholesale staff reductions. Both 
techniques, they believe, can do perma- 


/ nent harm to the company. 


| COST-CUTTING TARGETS 


Production is the bulgiest spot in the 
corporate silhouette, say 39 per cent of the 
Panel, with the sales department, adminis- 
tration and staff activities, advertising, 
and research cited as runners-up. Some 
companies, however, refuse to name their 
favorite cost-cutting targets, agreeing with 
a New York manufacturer that “‘the fat 
must be rendered from each and every de- 
partment or division.” 

Expense accounts, a target in every cost- 
cutting campaign, are being scrutinized 
anew. A large number of companies de- 
mand their people fly coach, rather than 
first class, when traveling on company 
business. Most examine expense state- 
ments meticulously (partly because of 
tighter requirements by the Internal Reve- 
nue Service). And many corporations are 
cutting back on company representation 
at out-of-state workshops, lectures, semi- 
Nats, conventions, and association meet- 
ings. 

Presidents emphatically reject some 
cost-cutting measures. Management de- 
velopment programs are virtually immune 
to cost cuts in about 40 per cent of Panel 
companies. Cuts in advertising and re- 
search and development are widely cited 
as “penny-wise, pound-foolish’’ econo- 
mies. In advocating a go-slow approach, 
one president refers to such activities as 
‘the earnings of the future.” 

The top executives on the Panel, who 
head manufacturing companies with an 
average of 10,000 employes each, empha- 
size the principles that should guide for- 
mal cost-cutting projects: 
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Cost-Cutting Programs Spread in Industry 


Long-range view: “It is imperative to 
keep in mind,” advises President Henry 
C. Estabrook of Sealright-Oswego Falls 
Corp., Fulton, N. Y., “what the long- 
range effect of cost-cutting (over a five- 
year period, for instance) will be on a 
company. The tendency is to think of the 
immediate situation with not enough 
thought of the future.” 


Management leadership: President J. A. 
Keller of Mergenthaler Linotype Com- 
pany, Brooklyn, N. Y., says, “Top man- 
agement must lead and make personal 
sacrifices to establish tone. Follow-up 
and continuing attention to results are 
mandatory.” 


Communications: A continuing commu- 
nications effort, directed at employes, is 
advocated by most chief executives. Notes 
William S. Lowe, president of A. P. Fire 
Brick Company, Mexico, Mo.: ‘Cutting 
back tests management's ability to main- 
tain high morale under adverse conditions. 
We must develop the attitude that this is 
an opportunity.” 


Continuing control and review: A lasting 
program, rather than periodic cost-cutting 
drives, is urged by President Frank Ar- 
mour, Jr., of H. J. Heinz Company, Pitts- 
burgh, Pa. He maintains: ‘‘Costs should 
be continuously approached with severity. 
There is no in-between action in a vigor- 
ous business that is planning for the 
future.” 


SUCCESSFUL TECHNIQUES 

Successful cost-cutting techniques, listed 
by a number of companies, vary widely. 
Some measures favored by Panel com- 
panies include: Reduction of inventories, 
introduction of automation, establishment 
of labor incentives, abandonment of un- 
profitable product lines, and cuts in ex- 
ecutive pay. 

Impressive savings are reported by a 
number of companies which began their 
programs in early 1960. Some examples 
of Panel comments: 


“10 per cent shift in general adminis- 
trative expense”’ 

“Annual savings will total about $15 
million” 

“‘Break-even points have been lowered 
by 23 per cent” 


Despite the success of cost-reduction 
efforts, almost 90 per cent of the Panelists 
agree with the president of a Pennsylvania 
company who observes: ‘The incentives 
for careful policing begin to erode when 
the pinch eases. Cost-cutting programs 
must be closely policed to be effective.’’ 
Most Panel members agree emphatically 
that continuing control and review is the 
most rational way to hold costs in line. 
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April 1958 
ARE CONTROLLERS PLANNING 
FOR THEIR OWN RETIREMENT? 
James V. Class 


May 1958 


KEEPING BUSY THOUGH RETIRED 
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Some Observations on Executive Retirement. 
By Harold R. Hall. Reviewed by K. Y. Siddall 
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Retirement: A New Outlook for the 
Individual. By Gifford R. Hart. Reviewed by 
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EMPLOYMENT °* SERVICES 
RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





ACCOUNTANT-CONTROLLER 


16 years’ experience, 12 years as assistant 


controller, office manager and cost account- | 


ant, 4 years CPA experience in analyses and | 


statistical surveys. Study and install appro- 
priate accounting systems. Multiplant con- 


solidated statements, taxes, interim financial | 
reports. B.S. in accounting, married, age 35. | 


Salary $10,000 to $12,000. Box 2405. 


PROFIT-PLANNING MANAGER 
Broadly experienced, imaginative 
executive. Emphasis on budgets, cost systems, 
economic analyses, management reports as tools 
to achieve corporate goals. Heavy industry 
many years. New York City area only. Box 2485. 


ACCOUNTING MANAGEMENT 
Twelve years’ broad experience in industrial 
and public accounting; general, costs, budg- 
ets, systems, reports, government, and admin- 
istration. Proven ability, excellent references. 
Age 38, M.B.A. Box 2486. 

FINANCIAL EXECUTIVE 
CPA, assistant controller growing electronics 
company. Heavy experience developing IBM, 
budgeting. Responsible for cash control and 


turnover, cash forecasting, credit, collections, | 


overhead control, reporting. Responsible wind- 
ing up affairs of manufacturing subsidiary in 
process of liquidation. Box 2487. 


NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 





sponsibility for the people contacted through this col- | 
umn nor does it guarantee any item bought or sold. 





104 


accounting | 


<< Me 


Change in Average Investor Forces Companies 
To Step Up Communications Job 


HE SPREAD OF stock ownership to in- 

dividuals in all walks of life is in- 
creasing industry’s stockholder relations 
job. Since 1952, according to Hugh L. 
Rusch, vice president, Opinion Research 
Corporation, the number of share owners 
has grown from 6.5 million to nearly 11 
million. 

“The people who comprise this stock- 
holder audience,’ Mr. Rusch told the 
New York City Control of Controllers 
Institute of America at a recent meeting, 
“have undergone considerable change. 
We usually think of them as bankers, 
executives, proprietors and professional 
people who have accumulated a lot of 
wealth. Actually, 60 per cent of them 
are clerks, farmers, manual workers and 
housewives. Furthermore, the average in- 
vestor holds shares in 11 companies, 
which intensifies the competition for his 
attention. 

“Our surveys of share owners show 
that 74 per cent of them have invested 
for the long pull,” the speaker added, 
“which is also a factor in the growth of 
investor relations budgets. In our latest 
study, 50 per cent of the financial officers 
interviewed said they expect to spend 
more for this work. Broader stock owner- 
ship has brought their companies certain 
advantages. It represents a wider source 
of new equity capital, and every stock- 
holder is viewed as a potential customer. 
The change means greater support for the 
business system and more company sup- 
porters in event of a public fight.” 

The annual report is regarded as the 
primary source of infounsiion by 60 per 
cent of the stockholders, Mr. Rusch ex- 
plained. “As a result,” he said, “today’s 
advanced report undertakes a far bigger 
task than the mere statistical record of 
the past. It builds a strong image of the 
company’s individual character. It invites 
patronage for products. It supplies in- 
sight on problems and solutions, and it 
projects the long view, as against the short 
run. 

“While the trend has been toward 
simplicity, the use of pictures, charts and 
color in annual reports has increased tre- 
mendously. In 1943, only 33 per cent of an- 









nual reports used pictures or drawings, but 
in the last few years this has been step 
up to 84 per cent. In 1941, only 11 pe 
cent used one-page fact summaries, ‘ 
now they appear in 80 per cent of all te. 
ports. Almost all reports now use com. 
parative figures. In spite of these im. 
provements, 52 per cent of stockholders 
in a survey covering thousands of jp. 
vestors and hundreds of annual reports 
said the reports are dull, while only 43 
per cent regarded them as interesting 
This is a challenge to management's jour. 
nalistic ingenuity and imagination. 

‘Perhaps unfortunately the stockholde; 
has leaned in the direction of looking 
upon the corporation as a sort of Sant 
Claus. He seems to expect all sorts of nice 
things in addition to dividends, including 
free samples and invitations to meetings 
where free lunches are served. Being hu. 
man, he pays attention to the corporation 
that gives him the most attention.” 


Services Gaining Over Goods 


The Federal Reserve Bank of Chicago 
has confirmed what many observers of the 
economic scene had long suspected: con- 
sumer spending for services rose faster 
in the last ten years than spending for 
goods. The share of consumer expendi. 
tures going for services has increased 
from 33 to 39 per cent since 1949. 

The bank defines ‘‘services’” as a broad 
category including such items as rent, 
electrical bills, legal advice and funerals 
The growing spending for services is said 
to reflect a continuous rise in the nation’s 
standard of living. 

In its latest monthly report on busines 
conditions, the Chicago bank also noted 
that the cost of services had gone up 
faster than that for goods—34 per cent 
and 22 per cent, respectively. 

As for present business conditions, the 
report said that probably the most sig- 
nificant development of the third quarter 
was a drop in consumer buying as com 
pared with income. Personal income tose 
1 per cent in the period, while retail sales 
fell 3 per cent. Savings also increased 4 
the rate of new installment debt slowed. 








CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your April 


issue, we should be notified of your new address before 
March 1. Be sure to include your postal zone as well as your 


old and new address. 
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